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DO YOU KNOW? 


Questions: 


1. A lump sum payment from a pension fund at 
death is subject to income tax without any 
allowance for death taxes thereon. 


An employer's contribution to a group life in- 
surance plan is not taxable income to the 
employee. 

. The cash value of insurance assigned as a 
gift by the life insured two years before his 
death would be includable in his estate for 
death tax purposes. 


To help your clients obtain full value from their life 
insurance and annuities, our Estate Planning 
Department can provide valuable assistance on 
many questions of insurance planning as related to 


estates and taxation. 


Direct your inquiries to George R. Wallace, C.A., 
Manager of Estate Planning, Confederation Life 
Association, 321 Bloor Street E., Toronto 5. 


(‘onfederation Life 


ASSOCIATION 


Answers: 


1. False. A 1960 amendment to the income tax act allows 
a credit for such death taxes. 


. True, except that part of any such contribution to insur- 
ance in excess of $25,000. 


. False. The total proceeds would be assessed in the de- 
ceased’s estate. 
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Shouldn't we be saving you tax dollars? 


Wide-awake people, right now, are making substantial savings 
on their income tax. They do it by putting money into a 
registered retirement plan and deducting the contributions 
from taxable income. They can look forward to care-free retire- 
ment, aided by income tax deductible dollars. INVESTORS 
has such a tax-saving Plan. Shouldn’t we be telling you about it? 


Whatever your income, whatever your 


objective, the Man from Investors is i ny e Ss t oO rs 


“your best friend financially’’— he can @ = 

tailor a plan to suit you. Just look up Ss Mw 0 CG @G) tc ‘e} 
Investors Syndicate of Canada in the Y 

white pages of your phone book and call oe ee ee: ee ee oe 
your nearest office. No obligation. Head Office: Winnipeg Offices in Principal Cities 





Company Treasurers- 


We can help you keep your short term 
funds working. Call us for information on: 


VV Government Bonds 

V Treasury Bills 

V Acceptance Paper 

V Prime Corporate Paper 


M<Leop, Youns, WEIR & COMPANY 


50 King Street West 276 St. James Street West 
Toronto Montreal 
EMpire 4-0161 Victor 5-4261 


Ottewe Winnipeg London Vancouver Hamilton Calgary 
Kitchener Quebec Sherbrooke | Windsor Edmonton New York 





For nepowld ov E 
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res abreast of the Canadian economy by reading Lar 
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IN THIS ISSUE 
H. E. CRATE, F.C.A. (page 21) 

An increasing number of Canadian 
companies are seeking ways of carry- 
ing out operations abroad to the best 
advantage and one method of doing 
this is to set up an organization in 
a country which (1) does not levy 
any income tax at all, (2) does not 
levy tax on holding companies and 
(3) exempts the foreign income of 
domestic corporations from tax. In 
“Doing Business in Foreign Coun- 
tries”, Harold E. Crate shows how 
Canadian companies can benefit by 
operating in so called tax-haven coun- 
tries and explains the various ways 
of organizing a business in order to 
take full advantage of such tax 
relief. 


The author is a partner in the To- 
routo office of Thorne, Mulholland, 
Howson & McPherson. He is a past 
president of the Institute of Char- 
tered Accountants of Ontario and of 
the Public Accountants Council of 


Ontario. He is also a past governor 
of the Canadian Tax Foundation. He 
was elected a Fellow of the Institute 
in 1947. 


R. deWOLFE MacKAY, Q.C. (page 28) 

In “The Lawyer in Estate Plan- 
ning” Robert deWolfe MacKay em- 
phasizes what has been stressed in 
numerous estate planning articles 
published from time to time in this 
journal: that no one profession can 
assume the exclusive right to plan es- 
tates and that the interests of the 
person concerned can best be served 
by an estate planning team, working 
together and sharing their knowledge 
and experience in this type of work. 
Drafting legal documents, a compre- 
hensive knowledge of statutory en- 


actments and the interpretation of 
common and civil law make the 
lawyer's function of key importance 
and are vital factors in the planning 
of an estate. 

Mr. deWolfe MacKay is a partner 
in the Montreal law firm of Duquet, 
MacKay and Weldon. After gradu- 
ating from McGill University he 
became a lecturer there and was call- 
ed to the Bar of Quebec in 1932. He 
is a former chairman of the Canadian 
Tax Foundation and has written 
numerous articles on tax matters 
including “Tax Avoidance versus 
Evasion” (CCA, February 1960). 


J. F. COATE (page 35) 

Business managements are facing a 
relatively new and rapidly growing 
problem: how to set up pension plans 
which will provide adequate retire- 
ment incomes for their employees. 
Despite the fact that considerable 
thought is being given to improving 
pension plans and to the principles 
in pension fund investment, many 
firms are finding that current pensions 
for their employees on retirement 
simply are not adequate. Such a situ- 
ation, if allowed to continue, writes 
J. Fraser Coate, in “New Develop- 
ments in Industrial Pension Plan- 
ning”, may lead to some form of gov- 
ernment intervention and control. The 
author's long experience in the field 
of pension planning has convinced 
him that continual study must be 
given to this subject based on such 
non-actuarial factors as changes in 
business conditions or cost of living, 
and in his article he describes some of 
the new ideas in the pension field 
which are available to management. 

Mr. Coate established the pension 
division of Montreal Trust Company 
in 1949 and in his present position as 
manager of the department is respon- 
sible for the administration and 

Continued on page 6 
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‘CUTTING COSTS IS OUR BUSINESS 


For every individual on a weekly payroll, employee data must 
be written an average of 240 times a year on all kinds of forms 


re how and records. Actual surveys reveal that at least 67% of this 
writing is repetitive! 


Addressograph Methods automate this burdensome costly payroll 


€ 
” writing job for you. Just récord alphabetic and figure data for 
| e mi each employee on a low-cost Addressograph plate. Then process 








any cheque form or record on an Addressograph machine. . . 
speedily, accurately, automatically . . . using 


; looks to all or any portion of the data. 
fi Let us demonstrate how Addressograph Methods — HS, 
cut costs of payroll record writing. Ask the > : 
Man from A-M. Call or write your nearest 
t e A-M_ Office. | Addressograph-Multigraph of 
Canada Limited, 42 Hollinger Rd., Toronto 16, 
Ontario. 


| payroll iaieseilaliaiaibiit 
apartment Addressograph-Multigraph 


SERVING SMALL BUSINESS - BIG BUSINESS - EVERY BUSINESS 


0651 UN. INS: NO. 301-17-0681 301-17-0651 301-17-0651" @Q1-17-0651 301-17-0651 01-17-04 
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WE LIKE TO 
SAY "YES"! 


You get more than just financing 
at Canadian Factors; you get a 
constructive approach to the prob- 
lems of building markets and pro- 
tecting profits. 


Unlike many company credit de- 
partments, our attitude towards 
credit checking is positive. It’s in 
our interest to say “yes” as often 
as possible. 


When we factor a company's 
account, we only get paid if the 
sale is actually made. We can 
make money only by being posi- 
tive and constructive. Therefore 
we look for reasons to grant 
credit. 


Very often, too, we can say “yes” 
where your client would not. Often 
we can grant credits on a more 
liberal basis than he can afford to 
risk now. We have checked credits 
for over a quarter of a century. 
We have an intimate knowledge of 
the Canadian market, and our 
sources of information are immedi- 
ate and accurate. 


This constructive approach to 
credit problems has helped many 
progressive firms to expand their 
markets and protect their profits. 
Some firms, now large, owe their 
growth to the fact that they have 
used our services continuously for 
over 30 years. Perhaps we can help 
one of your clients. If you’d like 
more information about the Can- 
adian Factors plan, simply write 
today for our free booklet: “Credit 
Protection and Receivab!2s Finan- 
cing.” 


eta |) 


CANADIAN 
FACTORS 
CORPORATION 
LIMITED 
423 Mayor Street, Montreal 
Vi 9-8681 
Established in 1931. 





Continued from page 4 

trusteeship of pension funds across 
Canada with a total asset value of 
close to $300 million. During World 
War II he served in Ottawa with the 
Air Force as Director of Personnel 
Selection and Manning and for his 
services was made a Member of the 
Order of the British Empire. He was 
formerly supervisor of group insur- 
ance for the London Life Insurance 
Company. 


D. F. SIM (page 40) 

Donald F. Sim, whose article “Tax 
Treatment of Patents in Canada” has 
special significance for accountants 
who deal with patents, writes from 
an extensive knowledge of the patent 
system in this country and the legal 
and tax aspects of trade marks and 
copyrights. Because a patent is fre- 
quently regarded as a monopoly 
there is often suspicion and hostility 
attached to the word, writes Mr. 
Sim who explains the difference be- 
tween both and goes on to discuss the 
principles of taxation as they apply 
to the sale of patents and to expenses 
incurred in patent litigation. 

Mr. Sim is associated with the legal 
firm of McCarthy & McCarthy, To- 
ronto. He graduated from Queen’s 
University, Kingston in mechanical 
engineering in 1949 and from Os- 
goode Hall as a barrister and solicitor 
in 1953. He is a Fellow of the Patent 
and Trade Mark Institute of Canada 
and a member of the Association of 
Professional Engineers of Ontario. He 
serves on the Legislative committee 
of the Association. 


E. R. MAYNERICK, C.A. (page 46) 
Year by year businesses grow more 
complex and competitive; hence the 
need for faster and more efficient 
methods for recording information 
which has resulted in a trend towards 
greater mechanization through the 
use of punched card accounting. This 


Continued on page 8 
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Overtime in accounting can be 
reduced to a minimum with the 
aid of the IBM Service Bureau, 
where your payroll, invoicing, 
sales and stock records and other 
accounting procedures can 

be done for you with speed and 
complete accuracy. 


At the IBM Service Bureau 

you get the benefit of IBM data 
\ processing equipment, IBM 

\ methods planning and IBM 
specialists ... and you pay ona 
job or time basis. The price is 
quoted in advance. There is no 
capital expenditure . . . overtime 
is eliminated. 











Call the IBM Service Bureau and a representative will 
discuss your requirements. You can have routine accounting 
done, special jobs or call on the Bureau in emergencies. 


IBM SERVICE BUREAU 


Service Bureaux located in principal cities across Canada. 
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iS EXPERT, roo! 


@ Yes, in planning a man’s 

estate, the life insurance agent can 
work closely with the lawyer, the 
accountant and the trust officer 

in providing the client with the best 
possible advice. For every estate 
needs dollars that will be immediately 
available to meet death taxes and 
other expenses attending death and so 
preserve the other assets of the 
estate. These are the dollars which 
life insurance can provide. 

And remember, when you are 

dealing with the Sun Life, you are 
dealing with one of the world’s 

great life insurance companies. 

Sun Life maintains 150 branch offices 
in key centres in Canada and the 
United States, with agency 
representation from coast to coast. 
With a wide variety of up-to-date policy 
plans, and with highly qualified 
representatives, Sun Life is in a 
position to offer the very finest in 

life insurance service. 


SUN LIFE ASSURANCE COMPANY OF CANADA 


HEAD OFFICE. MONTREAL 


Continued from page 6 


comparatively new system is coming 
into more general use, and because 
many accountants are not too fam- 
iliar with it, Edward R. Maynerick 
describes it in “An Introduction to 
Punched Card Accounting”. 

Mr. Maynerick was a_ systems 
analyst with International Business 
Machines when he wrote this article 
but returned recently to enter public 
practice with the firm of Robert E. 
Pogue, Toronto. He is a graduate in 
commerce and finance of the Uni- 
versity of Toronto and became a 
member of the Institute of Chartered . 
Accountants of Ontario in 1957. 


EDITORIAL (page 19) 

This month’s editorial “Principles 
of Estate Planning” by Lawrence F. 
Heyding, C.A. points up the com- 
plexities of the subject. To do an 
adequate job today in estate plan- 
ning involves the harmonious col- 
laboration of the lawyer, accountant, 
trust officer and life underwriter, and 
our guest contributor focuses atten- 
tion on this subject and the reasons 
for such a development. 

Mr. Heyding is a partner in the 
Toronto office of Peat, Marwick, 
Mitchell & Co. and since joining the 
firm in 1954 has devoted his time to 
tax work. This year marks his twenty- 
fifth as a member of the profession 
having been elected to membership 
in the Institute of Chartered Account- 
ants of Saskatchewan in 1936 and the 
Institute of Chartered Accountants of 
Ontario in 1946. He is vice-chairman 
of the Taxation Committee of the 
Ontario Institute and a governor of 
the Canadian Tax Foundation. Dur- 
ing World War II he served in Ot- 
tawa with the Civil Service Com- 
mission, organization division, and 
was engaged on organization, systems 
and job classification work. 
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AT DRUG TRADING 


Mr. D. W. MacLeod, Manager, Machine Operations, Drug Trading Company Limited 


THE SETTING: Drug Trading Com- 
pany supplies 1800 drugstores with 
a great variety of merchandise. 
Such a large stock carries prob- 
lems in processing orders and in- 
voices, controlling shipping and in- 
ventory. Another problem is get- 
ting pricing information to retail- 
ers as part of the shipment. 


THE SYSTEM: It is based, like many 
Order-Invoice. systems, on auto- 
matic printing of data from 
punched cards. Its only manual 
steps are the selection of ‘header’ 
customer and item cards from tub 
files, and the addition of quantity 
information. From there on, elec- 
tric accounting machines do the 
work. They prepare invoices, ship- 
ping labels, bills of lading, deliv- 
ery recaps for the warehouse. 

A competitive advantage is the 
traveling invoice which is used in 
the picking process and is shipped 


Build control with 


MOORE BUSINESS FORMS 


© 


‘“‘Moore forms make our 26,000 items easy to handle’”’ 


with the consignment, showing 
‘suggested prices.” The drugstore 
can price-mark and sell the prod- 
uct on arrival. Among manage- 
ment benefits are faster summaries 
and tight audit control thanks to 
hot spot carbon that copies through 
invoice totals on an audit trail. 


Specially designed Formaliner 
forms give the system its top speed 
and accuracy, at a significant sav- 
ing in dollar cost. They were de- 
signed by Moore to be the com- 
pany’s control in print. 


THE COUNSELOR: “The Moore 
man, with his knowledge of data 
handling and his company’s manu- 
facturing facilities, contributed the 
refinements that made our good 
system a brilliant one,” says D. W. 
MacLeod, Manager, Machine Oper- 
ations. For practical and construc- 
tive assistance of this kind, write 
or call the nearest Moore office. 


Moore Business Forms Ltd. - 856 St. James St. 
West, Montreal - 7 Goddard Ave., Toronto 15 
+ 711 Erin St., Winnipeg - 296—12th Ave. 
East, Vancouver. Over 300 offices and factories 
throughout Canada, U. S., Mexico, Caribbean 
and Central America. 

Division of Moore Corporation, Limited 





NOTES AND COMMENTS 


New Research Brochure 

A special Research Sub-Committee 
of the Canadian Institute of Charter- 
ed Accountants has been working 
with a representative of the Canadian 
Bankers’ Association on a brochure 
designed to acquaint bankers, credit 
grantors and other readers of finan- 
cial statements with the nature and 
significance of audit reports. The 40- 
page booklet “Audit Reports — Their 
Nature and Significance” has been 
sent to the chartered banks in Can- 
ada for distribution to their manag- 
ers and supervisors. The brochure is 
considered to be of sufficient import- 
ance to members, particularly those 
in public practice, that a complimen- 
tary copy has been sent also to mem- 
bers of the Canadian Institute, and 
a French edition will be published 
shortly. 

In addition to detailed explanations 
of the significance of the wording of 
the auditor’s report, the brochure dis- 
cusses the nature of the financial 
statements on which an auditor ex- 
presses his opinion, some of the usual 
procedures used by the auditor in 
conducting his examination and an 
outline of other services offered to the 
business community by the chartered 
accountant in public practice. Since 
the brochure is expected to be used 
extensively as a reference work, a 
complete subject index has been in- 
cluded along with a list of suggested 
reference material. Copies of the bro- 
chure are available from the Cana- 
dian Institute, 69 Bloor St. East, To- 
ronto, at one dollar each. 


Francis H. Buck 
We deeply regret to announce the 
death of Francis Harold Buck, regis- 


10 


trar of the Institute of Chartered Ac- 
countants of Ontario from 1949 until 
1959, and at the time of his death a 
partner in the firm of Peat, Marwick, 
Mitchell & Co., Toronto. He died De- 
cember 10 at his home in Toronto. 

Born in Port Rowan, Mr. Buck was 
educated at Ridley College, St. Cath- 
arines, and Trinity College, Toronto. 
He trained with Price Waterhouse & 
Co., and became a member of the On- 
tario Institute in 1941. After service 
with the Army during World War II, 
he was appointed an associate profes- 
sor in the Department of Economics, 
University of Toronto, until joining 
the Institute in 1949. He was made a 
Fellow of the Institute in 1953 for 
distinguished services to the profes- 
sion. 

A man of strong principles and high 
ideals, he gave dedicated service to 
the Ontario Institute for over ten 
years, during which time there was a 
rapid growth in membership and in 
the intake of new students. He will 
be missed by his very many friends 
in the profession and on their behalf 
we would like to express our sym- 
pathy to his wife and family in their 
bereavement. 


Alberta Institute Seminar 

To mark its debut in the field of 
continuing education for chartered 
accountants, the Institute of Chart- 
ered Accountants of Alberta held a 
Continuing Education Seminar at the 
Banff School of Fine Arts from No- 
vember 7 to 11, 1960 in cooperation 
with the Department of Extension of 
the University of Alberta. With the 
emphasis on topics of interest to 
members in small and medium-sized 
practices, the seminar spent one day 





each on taxation, the problems of a 
small practice and cost and manage- 
ment accounting. 


SICA Conference 

The 1961 conference of the Society 
of Industrial and Cost Accountants 
will take place in the Hotel Vancou- 
ver, Vancouver, B.C. from June 28 to 
30. 


Banff Management School 

The Universities of Alberta, British 
Columbia, Manitoba and Saskatche- 
wan are presenting the 12th Seminar 
of Advanced Management at Banff 
from January 30 to March 11. This 
course is offered to executives at the 
middle to senior management levels 
with lectures, seminars, role playing 
and case studies as methods of in- 
struction. Among those on the fac- 
ulty are Professor J. D. Campbell, 
C.A., head of the accounting depart- 
ment of the University of Alberta, 
and Professor Ralph Loffmark, C.A., 
a member of the faculty of com- 
merce of the University of British 
Columbia. 


American Financial Survey 

Stockholders are being treated to 
more detail and analysis in annual 
reports than ever before, according to 
the latest survey of corporate finan- 
cial reporting practices conducted by 
the American Institute of Certified 
Public Accountants. The 14th annual 
study by the 38,000-member organi- 
zation has just been published in a 
book titled “Accounting Trends and 
Techniques”. 

The annual report study shows a 
significant increase in the amount of 
comparative data and explanatory 
notes being provided by the nation’s 
publicly-owned industrial corpora- 
tions. 

Examination of 600 annual reports 
for 1959 showed that 72% of the com- 
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ON-THE-JOB 
24-HOUR 


FIRE PROTECTION 
FOR VITAL 
RECORDS 


46 MODELS — for 
every size and type of 
record filing, posting 
or storage need. 


See SPECIAL 

FIRE-FILE 

DISPLAYS 

Toronto - - - - = 8 Wellington W. 
Hamilton - - - - - = = The Centre 


Literature on request. 
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panies presented all customary finan- 
cial statements of the current year 
and prior year side-by-side. This 
comparison was made in only 48% of 
the reports surveyed for 1950. 

Copies of the book or addition- 
al information can be obtained from 
the American Institute of Certified 
Public Accountants, 270 Madison 
Avenue, New York 16, N.Y. 


Proposed Merger with Ontario CPA’s 

On December 20 all members of 
the Institute of Chartered Account- 
ants of Ontario received a letter ex- 
plaining a development of outstand- 
ing importance to the accounting pro- 
fession — a proposed merger between 
the Institute of Chartered Account- 
ants of Ontario and the Certified 
Public Accountants Association of On- 
tario. On page 106 we publish in 


full the letter released by the Insti- 
tute. Under the proposed merger all 
members of the C.P.A. Association of 





Ontario would be eligible as members 
of the Institute of Chartered Account- 
ants of Ontario, the Ontario C.P.A. 
designation would be given up, and 
the merged bodies would be known 
as The Institute of Chartered Ac- 
countants of Ontario. A committee 
of the Institute will continue to work 
with a committee of the Association 
to develop detailed plans and mem- 
bers will be kept informed as these 
plans emerge. 

In a joint statement released by the 
Institute and the Association, the pro- 
posed plan is aimed at raising the 
standards of the profession in the pro- 
vince and thus ensuring the highest 
possible standard of service to the 
public. 


Dr. Lucy Morgan 


We regret to report that a recent 
contributor to our Corporate View- 
point, Dr. Lucy Morgan, has passed 
away. Dr. Morgan, supervisor of the 
Economics Division of the Bank of 
Nova Scotia in Toronto, wrote on 
“Immigration — Where do we go from 
here?” (CCA, August 1960) 


In the News 

G. M. Brack, Jr., C.A. (Man.) has 
been appointed to the Toronto Ad- 
visory Board of the Royal Trust Com- 
pany. 

CURRENCY EXCHANGE RATES 

The following nominal rates of exchange 
are supplied by The Canadian Bank of 
Commerce, International Department, Head 
Office, Toronto, as at 4 p.m., November 30, 
1960: 

Australia (pound) 2.21%; Belgium 
(franc) .01979; Denmark (kroner) .1426; 
France (franc) .2004; Germany (d. mark) 
.2354; India (rupee) .2076; Italy (lira) 
.001591; Mexico (peso) .0785; Nether- 
lands (guilder) .2602; New Zealand 
(pound) 2.75%; Norway (kroner) .1378; 
Sweden (kronor) .1899; Switzerland 
(franc) .2280; Union of South Africa 
(pound) 2.76; sterling in Canada, 2.74%- 
2.75%; sterling in New York, 2.80%-2.81%; 
U.S. dollars in Canada, 2%-2 discount. 








Government of Canada Bonds 


and Treasury Bills 
Provincial and Municipal Bonds 
Public Utility and Industrial Financing 


Orders accepted for execution on all stock exchanges 


Dominion SECURITIES 
CORPORATION LIMITED 


Established 1901 


Offices in principal Canadian cities, New York, Boston, London, Eng. 


50 King Street West, Toronto, EM. 6-8181 


“AUDIT REPORTS — 
Their Nature and Significance” 


A publication designed to promote a better understanding of the auditor’s work 
and the significance of his opinion on the financial statements. 


This booklet, prepared by a Special Sub-Committee of the C.I.C.A. Committee 
on Accounting and Auditing Research, is of such importance that a copy has 
been sent to every chartered accountant and every bank manager in Canada. 


Order additional copies now for distribution to your clients. 


$1.00 a copy Please send me copies of ‘Audit Reports— 
60c a copy Their Nature and Significance’ for which is en- 
for quantities 


of 20 or more closed $..... 


Note: All orders of Name 
less than $5.00 should 
be accompanied by 
remittance. 


Address 
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Edinburgh, Oct. 21, 1960 
U.K. More Than English 


Sir: I am accustomed to reading with both 
pleasure and profit various features of The 
Canadian Chartered Accountant. It was 
therefore with all the more surprise that I 
read in the September 1960 issue the article 
“Your Provincial Institute” in the Students 
Department, beginning on page 245. 

In this article the author erroneously uses 
the expression “U.K.” where he should say 
“England and Wales’. His references to 
associate and fellow members and the use 
of the designatory letters “A.C.A.” and 
“F.C.A.” apply, as you know, to The 
Institute of Chartered Accountants in Eng- 
land and Wales only. The Institute of 
Chartered Accountants of Scotland has only 
one grade of membership and uses only one 
designation: C.A. 

Incidentally, in an article devoted to the 
discussion of the designation “C.A.”, it 
seems strange that no mention whatsoever 
is made of the country of origin and initial 
date of the designation: Scotland and 1854 
respectively! 

E. H. V. McDovuca tt, 

Secretary, 

Institute of Chartered Accountants 
of Scotland 


Vernon, B.C., Nov. 10, 1960 
Interest Charges in a Leap Year 
Sir: I have recently come across an in- 
teresting point where a mortgage amounting 
to approximately $350,000 is repayable by 
a blended payment from the first of each 
month. 

Arrangements were made so that the bank 
could collect the blended payment from the 
mortgagor for the mortgagee who was a 
customer at the same bank. 

The records were maintained, and no 
reference was made to the bank figures un- 
til one year after the commencement of the 
payment of the mortgage. 

A discrepancy arose between the com- 
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pany records and the bank statement of the 
payment for the year, and the discrepancy 
was found to be caused through the fact 
that the company’s records were maintained 
on the basis of the rate of interest being 
6% per annum and, on reference to the 
bank, it was discovered that the bank re- 
ferred to interest tables based on 365 days 
per year. In the period between February 
and March 1960 the extra day came into 
the ‘bank’s calculation, consequently the dif- 
ference of $60.00 arose. 

The following points appear to the writer: 

The Bank Act stipulates that a rate of 
interest not exceeding 6% be charged. 
Should an adjustment be made, and 
what could be stated as being a sig- 
nificant amount to warrant an adjust- 
ment? 
The change to the Gregorian calendar 
had quite an effect on the income tax 
year end in England, the contention 
being that the loss of the numbers of 
days in 1582 would affect landed in- 
terests. 

I will be interested to hear if any other 

members have heard of a solution to the 

manner in which banks charge interest by 
the day through their tables. The local 
bank here has referred the matter to its 
head provincial office for direction. 

S. J. Lapyman, C.A. 


dL. 


Montreal, Nov. 4, 1960 


Measuring Rate of Return on 
Capital Investments 


Sir: Mr. McArthur’s article in the October 
1960 issue “Measuring Rate of Return on 
Capital Investments” was both informative 
and interesting on recent developments in 
the theory of capital budgeting. 

Few people will dispute the author’s con- 
tention that this is a complex subject, but 
there are aspects of it which are simple. 
One of these is the arithmetic, using com- 
pound interest formulae, for linking future 
benefits to the capital expenditure. 


Continued on page 16 











Communications direct to your desk’ 





FROM ANYONE... ANYWHERE...IN ANY FORM 
THROUGH THE LINES OF YOUR TELEPHONE COMPANY 


Of course—nobody’s desk looks like 
this. BUT— 

To make decisions, you need facts. You 
need them fast—and often, you need them 
on paper: inventory and production figures; 
shipment records; sales trends; operating 
costs... and you can get them all, instantly, 
accurately via telephone lines. 

These ‘lines’ consist of the cables and 
microwave channels built and operated by 
your Telephone Company and The Trans- 
Canada Telephone System*. Just as they 
carry your voice, these lines carry any other 


*THE TRANS-CANADA TELEPHONE SYSTEM 


links Canada’s ten provinces through the facilities 
of the eight major Canadian telephone companies, 
providing the only completa. nationwide telecom- 
munications netwérk for every communications 
need and connecting with telephone companies 
throughout the continent and abroad. 


The Avalon Telephone Company, Limited ¢ 


The New Brunswick Telephone Company, Limited 
Saskatchewan Government Telephones 
British Columbia Telephone Company 


Manitoba Telephone System e¢ 
Alberta Government Telephones ¢ 


form of communication—written words, 
pictures, computer data, telemetered in- 
formation, impulses to control machines 
and equipment—to and from any place, 
wherever there is a telephone... 


Telecommunications in all forms are the 
very core of your Telephone Company’s 
experience and know-how. If you’re looking 
for faster, more accurate control over your 
operations than you have now, let a com- 
munications analyst give you the full story. 
No obligation, of course—just call YOUR 
TELEPHONE COMPANY. 





Maritime Telegraph and Telephone Company, Limited 


e The Bell Telephone Company of Canada 








Bankruprcy Law 


or CANADA 


by Lloyd W. Houlden 
and Carl H. Morawetz 


This new book by two experienced bank- 
ruptcy lawyers is a commentary on the 
Canadian Bankruptcy Act and Rules. It 
contains a critical analysis of the case law, 
and includes all important Canadian deci- 
sions since the original enactment of the 
Bankruptcy Act in 1919. 


This work draws on the authors’ practical 
experience of problems that have arisen in 
this field and is a basic source of informa- 


tion for every ptcy practitioner, 
whether lawyer, trustee, accountant, or 
credit manager. 


$21.00 


THE CARSWELL CO. LTD. 
145 Adelaide Street West, 
Toronto 1. 


Continued from page 14 


Some of the articles which he castigates 
for describing the discounted cash flow 
method as a simple and correct solution to 
all capital budgeting problems were solely 
directed towards familiarization with dis- 
counting methods rather than providing a 
comprehensive appraisal of all aspects of 
capital budgeting. 

Often, one of the greatest hurdles for 
a company to overcome in the development 
of capital budgeting is the transition from 
using return on gross or average investment 
to using discount or present worth methods 
based on compound interest formulae. Once 
this ‘transition has been made, the task 
of further refining the methods by con- 
sidering the merits of the various discount 
and present worth techniques, and problems 
of re-investment of funds, is a relatively 
easy one. 

Moreover, the Harvard Business School is 
the first to admit that an ideal solution 
to an investment proposal can be deter- 
mined only if all present and future uses 
of funds are evaluated each time a decision 
is required. Harvard therefore recognizes 
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that such a scheme may often be imprac- 


tical, Most companies find it difficult 
enough to estimate the economics sufficient- 
ly precisely for the projects in the forth- 
coming year. Those three or four years 
away are often too uncertain to be able to 
estimate the cash inflow in the succeeding 
ten years. 

In the same issue, Mr. Taylor, writing on 
“Financial Planning”, points out that the 
discounted cash flow method provides an 
orderly and useful formula for ranking 
projects and comparing the return on a 
single project with the cost of capital. For 
many companies at this time, the method 
represents a reasonable compromise be- 
tween theory and what is practical. 

Nevertheless, we are indebted to Mr. 
McArthur for the information on recent 
developments in capital budgeting and 
measuring capital productivity. More 
articles of this type would be welcome. 

C. G. Epce 


Calgary, Oct. 25, 1960 
C.A.’s in Public Office 

Sir: This letter is written as a passing com- 
ment on an editorial (CCA, Dec. 1959) 
contributed by Hon. J. Waldo Monteith, 
P.C., F.C.A., Minister of National Health 
and Welfare, wherein he took to task mem- 
bers of our Institute as a whole for their 
failure to participate actively in politics at 
its various levels ranging from the civic to 
the federal field. 

The recent civic election in the City of 
Calgary resulted in the following chartered 
accountants being elected to office: 

Ross Alger — Public School Board 

Glenn Holmes — Public School Board 

Runo Berglund — City Council 

It should be pointed out that Mr. Alger 
was re-elected for a further term, the other 
two elected for their first term in public 
office. In addition, Harvey Bliss, C.A., is a 
city member of the Public School Board 
whose term will not expire until next year. 

We trust that in some measure this indi- 
cates that members of our profession are 
taking an active and interested part in the 
conduct of our country’s affairs. 

R. C. Berciunp, C.A. 
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SEVENTH SUMMER SCHOOL IN ACCOUNTANCY 
McGILL UNIVERSITY, MONTREAL 


TUESDAY, MAY 9, Through FRIDAY, JUNE 2, 
1961 


The school will open on Tuesday, not Monday as in previous years. 

The general object will be to provide a broad but intensive education in 
the subjects of Accounting and Auditing, with emphasis on basic theory and 
principles. Particular attention will be given to preparation for the Inter- 


mediate and Final Professional Accountancy Examinations, to consolidate 
formal studies already completed. 

Residence on the university campus will be a definite requirement, for 
full benefit from the school may be obtained only by continued association 
with other students outside the class periods. 


The syllabus for the two divisions of the school will be as officially laid 
down for the Intermediate and Final C.A. examinations, respectively. 


There will be six hours of class instruction each day from Monday 
through Friday, the week-ends being free. The teaching staff will comprise 
Professor Kenneth F. Byrd, Director of the Summer School, and Professors 
D. R. Patton, P. C. Briant and A. R. Marshall, from the McGill School of 
Commerce. 

Apply promptly for full particulars to the Summer School in Accountan- 
cy, School of Commerce, McGill University, Montreal. 


$25.000 om muune 


ANNUAL PREMIUMS 
$111.23 
173.23 


ADDITIONAL BENEFITS—non-cancellable total disability income and addi- 
tional accident indemnity available for the above plan at a low extra premium. 


VAL TAYLOR “Term Insurance on the 
OCCIDENTAL LIFE Best Terms” 


560 Bayview Ave., Toronto 17, Ont. HU. 7-1581 
TERM e LIFE DISABILITY s 


For the Early Bird... 
The following examination questions and solutions are available in 
limited quantity: 

Questions 

1958, 1959 ..... iin: Seo 


0c each 


All orders of less than $5.00 should be accompanied by remittance 
THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor Street East Toronto 5, Ontario 
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Purchasers and 


Distributors 


of Government, Municipal and 
Corporation Securities 


A.E. Ames & Co. 
Limited 


Business Established 1889 


NEW YORK 
LONDON 
OWEN SOUND 


TORONTO MONTREAL 
WINNIPEG CALGARY 
ST. CATHARINES 


H 


LONDON, ENG. 


VANCOUVER VICTORIA 
OTTAWA KITCHENER 
BOSTON, MASS. 


AMILTON 
QUEBEC 


CAAT aa 









More . 
Service for Your Dollar 
in ie the nations ont ahd real estate, and sors The vtilities 
me cwcending that evn LAS Yar thew indvstr 
think Staten, we are contributed just over hall the ace 
of it im terme of the Sational income, accounted for 
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QUICK PICTURE: 


You will find, in our Com- 
mercial Letter, a quick but ac- 
curate survey of current com- 
mercial activities in Canada, a 
concise review of foreign trade 
developments, the latest statistics 














on trade, industry and finance, 
authoritative articles on special 
aspects of Canada’s economy. 
Your local manager will gladly 
place your name on our mail- 
ing list, or just write to: 


THE CANADIAN BANK OF COMMERCE 
HEAD OFFICE e TORONTO 8-787 
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PRINCIPLES OF ESTATE PLANNING 


TO MANY ACCOUNTANTS estate planning is a comparatively new field 
of endeavour but one to which, by reason of their training and abili- 
ties, they are particularly well suited. A careful and wise plan, well- 
conceived and soundly implemented not only can provide for the 
fulfilment of plans of the owner while he is alive but also for the 
comfort and happiness of his heirs and for a continuation of a busi- 
ness for succeeding generations. This means that, by and large, 
society as a whole will also benefit. On the other hand, an estate 
without a plan or one that is poorly conceived and unsoundly imple- 
mented can have favourable results only by very good luck. 

The starting point of an estate plan is the analysis of the client’s 
financial position and an important part of this analysis is a descrip- 
tion and listing of his assets and liabilities. Who is better qualified 
than the professional accountant to offer valuable assistance in this 
area in addition to computing estate taxes, succession duties and gift 
taxes which may be involved in arriving at various estate plans being 
considered? Frequently, the professional accountant is the only man 
in the field who is in regular touch with the owner manager of a 
business. In such cases, where it appears appropriate, he should 
look upon it as his function to draw to the client’s attention the de- 
sirability of estate planning and the various possible objectives that 
should be weighed, and to present all possible a!tcrnatives for the 
accomplishment of the particular objectives that the client empha- 
sizes. Furthermore, his knowledge of the business and the owner’s 
hopes and aspirations for its success uniquely qualify him to assist 
his client during the planning stage. Because of his unprejudiced 
position and his skill in the interpretation of financial affairs, the pro- 
fessional accountant is able to render invaluable assistance in the 
appraisal of various estate planning schemes. 

It cannot be too strongly emphasized, however, that estate plan- 


19 





THE CANADIAN CHARTERED ACCOUNTANT, JANUARY, 1961 


ning, if it is to be effective, is a team operation often involving a 
number of specialists, and the professional accountant should not 
consider himself qualified to perform all the services required in plan- 
ning an estate. The services of the legal profession are, for example, 
essential to the sound development and implementation of any es- 
tate plan. The drafting of wills and other legal documents and the 
selection and interpretation of the various statute and common law 
provisions which are applicable are functions of the lawyer. Mem- 
bers of the legal profession familiar with trust and family law draw 
on long experience in dealing intimately with the problems of suc- 
ceeding generations arising out of the disposition of estates. This 
involves more than knowledge in the relatively narrow legalistic field 
— it covers experience in practical family problems as well. For this 
reason, the professional accountant should consider it as part of his 
responsibility to impress upon his client the importance of acquiring 
sound, legal advice in the development of any estate plan. 


At one time, estate planning for the average estate owner was rela- 
tively simple but times have changed. The multiplicities of compli- 
cated tax and other laws as well as the ever-increasing complexities 
which pervade in business have made it difficult, if not impossible, 
for one individual to know sufficient about all the possible contin- 
gencies to determine how the client’s estate can best be planned. 
In addition to the lawyer and accountant, it may be desirable to con- 
sult a trust officer where the services of a trust company may be re- 
quired. Similarly, the life underwriter should be a member of the 
team if life insurance is a factor in the picture. The training and ex- 
perience of the qualified underwriter best equip him to advise on the 
type of insurance required, so as to give the maximum advantages 
in terms of immediate liquidity and the minimum disadvantage in 
added costs. 


Recognizing the responsibilities of the profession in the estate 
planning field, this journal has published during the past year a 
series of articles on the subject written by members of the legal pro- 
fession, chartered accountants, and other interested parties. This 
material is now available as a brochure entitled “Principles of Estate 
Planning”, and it is to be hoped that those who read it will become 
better acquainted with the estate planning operation and its con- 
trolling principles. 








Doing Business in Foreign Countries 







HAROLD E. CRATE, F.C.A. 








this pro- 





proceeds would flow from 
cedure: 


THE MORE oOBvious channels through 
which Canadians might be expected 







to do business in foreign countries are Net profits at 1,000,000 
such that much of the incentive dis- U.S. corporate taxes .... 520,000 
appears because of the chain reaction Balance as dividends 

of successive taxes. For those who _ to Canadians 480,000 





are interested in taking advantage 
of commercial opportunities abroad, 
there is a compelling need to examine 

all alternatives in order to find a way Balance of available profits 240,000 
to realize, after all taxes, as much ae 
of the dollar earned abroad as is pos- or 24% 
sible. The following simple example ae 
will iliustrate that some surprising (If U.S. withholding tax is fully offset) 





Personal Canadian taxes on 
dividends, say 50% .. 240,000 















variations in the overall incidence of The alternative adopted was to 
taxes can arise from “doing the same f>¢m a Canadian corporation which 
thing in a different way”. would operate in the United States as 
FE as a branch. The overall taxes then work 
— ; out somewhat as follows: 
A small group of Canadians found yy seule 1.000.000 
an opportunity to undertake a profit- Us. taxes 520,000 






able real estate development in the ees 
United States. It was recognized at Balance of profits in hands 

the outset that the profits therefrom of Canadian company 480,000 
would be taxable as earned in the Tax on distribution to Canadians 

United States. The original concept $240,000 as dividend at 50% less 


of the U.S. attorneys was to incor- 20% dividend credit ... 72,000 
3 $240,000 at 15% as stock 











porate a company in the United vie 

States which would pay the taxes call- ie bene 3 ene 

ed for by the Revenue Code and then , errr 
) Bal: f availabl fit 372,000 

distribute the remainder as dividends == satnliialaints 

to the Canadian shareholders. On the or 37.2% 






assumption that the profits were $1,- ; 
000,000 the following taxes and net (Difference in overall tax $132,000) 






Substance of an address at the Income Tax Seminar, Queens University, May 1960. 
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The following illustrations demon- 
strate some uses to which the “tax 
shelter” countries might be put. 


Example 2 

A Canadian company does much of 
its manufacturing in the United States 
through a subsidiary there. In the 
past this subsidiary has done a con- 
siderable export trade with European 
customers, but this export trade is 
now impaired by the Customs Union 
and the Outer Seven Union which 
have recently come into operation. 
The company has arranged for a fac- 
tory to be built in Europe, inside the 
Customs Union, which will be owned 
by Europeans but will pay a royalty 
on production to the Canadian 
owners of the patents and processes. 
Little of this royalty will accrue to 
the benefit of the Canadian company 
and its shareholders if the full impact 
of all intervening taxes is deducted, 
i.e. European withholding tax, Can- 
adian corporation taxes, shareholders’ 
dividend taxes, etc. 


The alternative would seem to be 
to form a company in a tax-haven 
country such as The Bahamas to 
which the Canadian company would 
cede its European rights in exchange 
for capital stock. The royalty agree- 
ment would then be made with the 
European factory by the Bahamian 
company. Royalties would be re- 
ceived in The Bahamas tax free, ex- 
cept for the tax withheld in Europe, 
and would then be declared as a di- 
vidend to the Canadian parent which 
would be received tax free under sec- 
tion 28(1) of the Income Tax Act. 


Obviously the use of tax havens or 
“base” countries, as they are called 
in the United States, is a very indi- 
dividual thing, each case being tailor- 
ed to a different set of circumstances. 
Consider the following example. 


Example 3 

A Canadian oil company buys sev- 
eral million barrels of oil each year on 
the world market. This is done 
through brokers, and a recognized 
brokerage fee per barrel is paid. It 
appeared feasible to form its own 
brokerage company in a_ haven 
country which carried out this func- 
tion. The brokerage profits then ac- 
cumulate tax free and can be either 
transferred to the Canadian parent 
company as dividends which would 
be exempt on receipt or used for 
financing further offshore enterprises. 


Applicable Tax Laws 

These examples indicate briefly 
some of the things which might be 
accomplished. Here is the detail of 
the tax laws which make these pos- 
sible. 

One of the basic policies of Can- 
adian income tax law is that all resi- 
dents of Canada are taxed on their 
income from all sources, in other 
words, on their world income. In 
addition, non-residents of Canada are 
taxed on the income earned by them 
in Canada. These basic concepts are 
contained in sections 2 and 3 of the 
Income Tax Act. 


Other sections of the Act then give 
special limited exceptions to these 
general rules and may give complete 
exemption from Canadian taxes on 
some foreign income, or give relief 
from foreign taxes paid on foreign in- 
come. Section 28(1) provides, among 
other things, that a dividend received 
by a resident company may be de- 
ducted from income in arriving at tax- 
able income if it is received from a 
non-resident corporation of which 
more than 25% of the issued capital 
stock belongs to the receiving cor- 
poration. Section 41 provides that 


a taxpayer who is resident in Canada 
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may claim a deduction from his Can- 
adian tax in respect of income taxes 
paid by him to another country. 


This article is necessarily limited to 
the tax problems of corporations and 
is not concerned with the problems of 
individuals, which can also be quite 
complicated. At this point, it might 
be as well to distinguish between a 
non-resident and a resident corpora- 
tion. Some countries, such as the 
United States, consider that all com- 
panies incorporated therein are resi- 
dent companies for tax purposes. This 
is not the case in Canada. We have 
to fall back on the legal interpretation 
of residence, which in turn relies to 
a great extent on the precedents in 
English case law. 


Generally, a company is resident 
for tax purposes where its main busi- 
ness is carried on, and it has been 
held that its main business is carried 
on where its central control and man- 
agement is located. (Egyptian Delta 
Land & Investment Co. Ltd. v. 
Todd). Central control and manage- 
ment are normally located where the 
board of directors meet and make the 
decisions governing the day-to-day 
activities of the company. A decision 
handed down by the House of Lords 
in 1959 (Unit Construction Co. Ltd. 
v. Bullock) laid down another criteri- 
on for deciding corporate residence: 
that residence will be where the man- 
agement is, even though the directors 
meet elsewhere, but do not in fact 
manage. In other words, even though 
the directors of a company are meet- 
ing outside of Canada, but the man- 
agement decisions are actually being 
made in Canada, the non-residence 
status could be lost. It is interesting 
to note that a company may be resi- 
dent at more than one place at the 
same time. This situation could arise 
where the central control and man- 


agement was sufficiently divided be- 
tween two places. 


Word of Warning 

It is possible then to have a com- 
pany incorporated in Canada but 
classified as a non-resident for tax 
purposes. Perhaps a word of warning 
is appropriate at this point. The Eng- 
lish rules regarding residence should 
not be relied on too heavily if one is 
entering into irrevocable transactions. 
The Governor-in-Council already has 
power under section 108(9) of the 
Canadian Act to make special regula- 
tions regarding residence for the pur- 
pose of withholding taxes, and it is 
possible that the Income Tax Act 
could be amended at any time to 
include special rules for residence. 


The withholding taxes have already 
been mentioned briefly. Section 106 
of the Income Tax Act requires a 15% 
withholding tax at source on pay- 
ments by residents of Canada to non- 
residents of dividends, interest, rents, 
royalties, etc., with certain specified 
exceptions. For instance, interest pay- 
able in a foreign currency, calculated 
by reference to the foreign currency 
and paid to a non-resident person 
with whom the payee is dealing at 
arm’s length, is tax free as far as with- 
holding taxes are concerned. Divi- 
dends paid to a non-resident parent 
company are subject to 15% withhold- 
ing tax, but if the subsidiary is 
wholly owned, the tax is reduced to 
5%, except in certain unusual cases. It 
is necessary, of course, to refer to the 
international tax agreements when- 
ever arrangements have been made 
with a corporation in a country with 
whom a reciprocal agreement has 
been made. These agreements quite 
often vary the rules of withholding 
taxes. 


The Canada-U.S. tax agreement 
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provides that ordinarily no tax in ex- 
cess of 5% need be withheld from di- 
vidends paid by a Canadian corpora- 
tion to a corporation organized under 
the laws of the U.S., provided that 
during the whole of the taxation year 
at least 51% of the voting stock of the 
Canadian company was owned by the 
U.S. corporation. The U.K. tax agree- 
ment provides that ordinarily no tax 
need be withheld from a dividend 
paid by a wholly-owned Canadian 
subsidiary to a parent company resi- 
dent in the U.K. 

So much for the pertinent Canadian 
legislation. In looking at some foreign 
countries, it might be useful to break 
them into categories based on the 
ways in which they tax resident com- 
panies, particularly on the operations 
outside the country or profits obtained 
outside the country. In the book 
“Tax Factors in Basing International 
Business Abroad” by William J. 
Gibbons (published by Harvard Uni- 
versity) base countries, that is coun- 
tries from which foreign operations 
can be carried out, are divided into 
three general categories as follows: 

1. Countries which do not levy any 
income tax at all. Examples of 
such utopias of the modern world 
are Bermuda and The Bahamas. 
Countries which do not levy any 
income tax upon holding com- 
panies, such as Luxemburg, Switz- 
erland and Lichtenstein. Switzer- 
land and Lichtenstein have a 
withholding tax on dividends paid 
by holding companies. 

3. Countries which exempt the 
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foreign income of domestic cor- 
porations from income taxation, 
such as Haiti, Venezuela, Liberia 
and Panama. Haiti, however, im- 
poses a withholding tax on divi- 
dends paid to non-residents. Uru- 
guay gives exemption from income 


tax to corporations meeting cer- 
tain special requirements. 

It is interesting to note that in 
other countries, particularly the U.S., 
Canada is considered to be a base 
country in the third classification, 
since it offers exemption from tax on 
foreign income in certain circum- 
stances. 

To show the types of opportunities 
which are available, it may help to 
deal in a little more detail with the 
tax climates of The Bahamas, Panama 
and Liberia. 


The Bahamas 

In this self-governing British colony, 
there are no personal or corporate 
taxes of any kind, either on domestic 
or overseas earnings. In addition, 
there are no capital taxes, dividend 
taxes, sales taxes or capital gains 
taxes. The revenue is derived almost 
completely from import duties, stamp 
duties, a small real property tax and 
a small probate duty of 4%. There is 
virtually free convertibility of ex- 
change to dollars or other hard cur- 
rencies for non-residents, and gener- 
ally repatriation of dollars can be 
arranged at the exchange control with 
ease. The Grand Bahamas (where 
a freeport is situated) encourage the 
introduction of foreign industry by 
offering contractual exemption from 
income tax of up to 30 years and 
exemption from excise taxes and cus- 
toms duties of up to 99 years, except 
for goods used for personal consump- 
tion. 

Other advantages are that docu- 
ments do not need to be translated 
into a foreign language, and the law 
is based on the common law of Eng- 
land. 


Panama 


Panama has taxed the income of 
corporations and individuals for about 
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20 years; the rates of tax go as high 
as 34% with an additional surtax of 
20% on all income which is not de- 
rived directly from human labour. 
However, income received by a Pan- 
amanian corporation from _ sources 
outside the country is specifically 
exempt from taxes, including with- 
holding taxes. Income is deemed by 
the Panamanian government to arise 
at the physical location of the goods 
or assets producing income. It has 
been held that substantial manage- 
ment activity in Panama cannot give 
rise to a source of income. Thus, 
management of operations outside of 
the country would not give rise to 
taxation in Panama. 

The articles of incorporation of a 
Panamanian company may be pre- 
pared in any language. There are no 
exchange restrictions and the balboa 
is generally regarded as a stable cur- 
rency. There are excellent ports in 
Panama, and plentiful intelligent and 
relatively cheap labour. 


Liberia 

This small republic on the West 
Coast of Africa levies an income tax 
on corporations which ranges from 
5% on net income of $5,000 to 25% on 
net income over $50,000. However, it 
levies absolutely no taxes on income 
derived from sources outside of 
Liberia if the corporation is controlled 
by non-residents or resident aliens, in 
other words, by persons who are not 
Liberian citizens. 

There is no requirement for filing 
periodic financial or operating reports, 
but it is understood that a list of 
shareholders must be available. This 
latter requirement is not present in 
all countries, for instance, in Lich- 
tenstein. There are no exchange dif- 
ficulties in Liberia, because the mone- 
tary unit is the American dollar. 
There are no withholding taxes, and 


incorporation of companies can be 


effected easily. 


Forms of Corporation 
After this brief review of some of 
the principles of taxation in Canada 
and overseas, we can now consider 
the methods of doing business in 
other countries, with emphasis on the 
tax position under each method. The 
following are the main forms of or- 
ganization through which business 
can be carried on outside of Canada: 
1. A subsidiary company incorpo- 
rated in the country in which 
business is to be done. 
2. A subsidiary company incorpo- 
rated in Canada with management 
situated outside the country, in 
other words, a non-resident Can- 
adian corporation. 
A branch of a Canadian company. 
4. A subsidiary company incorpo- 
rated in a foreign country, carry- 
ing on business in still another 
country through a_¥ subsidiary 
company or branch. 


ad 


A foreign subsidiary would be 
subject to any income tax levied in 
the country of operation. However, 
any dividends paid to the parent com- 
pany would be received free of tax 
under section 28(1)(d) of the In- 
come Tax Act which we mentioned 
earlier. It is important to note that 
any dividends paid by a foreign sub- 
sidiary can be subject to a withhold- 
ing tax such as the 5% tax which 
would normally have to be withheld 
by a US. subsidiary of a Canadian 
company. This withholding tax in 
some non-treaty countries could 
greatly exceed the rate of 5% and rise 
up to 30% in certain cases. Therefore, 
even though section 28(1)(d) allows 
the dividend to flow free of Canadian 
tax, there is no relief from with- 
holding tax in the foreign country. 
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The foreign tax credit mentioned 
earlier can only be claimed when the 
amounts upon which the foreign tax is 
paid are included in taxable income. 
However, the Canadian tax laws are 
such that through the use of a sub- 
sidiary company, full advantage can 
usually be taken of tax incentives 
offered in other countries. 


The effect of having operations car- 
ried on through a non-resident Can- 
adian corporation are similar to those 
of having a foreign subsidiary. The 
residence of a company is necessarily 
artificial, and care should be taken to 
establish residence, bearing in mind 
the criteria mentioned earlier. In 
countries like Spain, which do not 
permit domestic corporations unless 
the control of shares is in the hands 
of Spaniards, the Canadian non-resi- 
dent company may be the way to get 
the benefit of both the low Spanish 
tax rate and the provisions of section 
28(1)(d). 

Where a branch is operated in a 
foreign country, it is usually taxable 
in that country on the profits deemed 
to have been earned by the branch. 
The parent company can then claim 
a foreign tax credit to alleviate the 
tax paid in the foreign country. If the 
rate of tax in the foreign country is 
low in comparison to the Canadian 
tax rate, the credit will probably re- 
sult in all of the foreign taxes paid 
being allowed as a credit. Where the 
preliminary operations in a foreign 
country are expected to result in a 
loss, it might be beneficial to operate 
as a branch until the losses have been 
offset against future profits in the 
country of operation, and then in- 
corporate a company. In this way the 
early losses can also be used to re- 
duce Canadian taxes since the loss in 
the branch would reduce the overall 
taxable profits of the company. A 


further advantage of a branch opera- 
tion is that profits are not subject to 
withholding taxes on transfer to the 
head office, except in certain coun- 
tries such as Australia. On the other 
hand, where the foreign country has 
a favourable tax climate by way of tax 
exemptions, low tax rates, or high de- 
preciation allowances, a branch op- 
eration cannot take advantage of 
them since all profits are taxed in 
Canada, subject to the foreign tax 
credit, which is limited to the foreign 
tax paid. 

Finally, we come to the form of 
organization where a foreign sub- 
sidiary carries on business in still an- 
other foreign country through a sub- 
sidiary or branch. Some countries, 
such as the United States, rely main- 
ly on the foreign tax credit provisions 
alone to protect residents from 
double international taxation. In the 
case of direct investment through a 
subsidiary in a foreign country offer- 
ing tax incentives, any dividends to 
a parent company, say in the U.S., 
would normally be taxed at full 
corporate rates, with some relief 
for any tax paid in the foreign coun- 
try. In other words, no advan- 
tages can be taken of the low tax 
rates, etc., which are offered in the 
foreign country in the absence of 
provisions similar to our section 
28(1)(d), exempting dividends from 
foreign subsidiaries from tax. These 
circumstances have led to the popu- 
larity of the incorporation of a third 
company in a tax sheltered company 
where no tax is imposed on income 
from foreign sources. This company 
is a subsidiary of the parent and owns 
the shares of the operating foreign 
company and could operate through 
a branch. In this way profits from 
countries levying no income tax, or 
comparatively low income tax, can 


be accumulated and used for further 
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foreign investment, without the in- 
cidence of any tax in the country of 
ownership. 


The provisions of the Canadian In- 
come Tax Act resulting in the total 
tax exemption of a foreign dividend 
income from controlled companies 
make the use of a third company tax 
haven less attractive to Canadians. 
However, it may be that because a 
particular country has more favour- 
able tax agreements with other coun- 
tries than our country has, it would 
be beneficial to have an intermediary 
subsidiary in such a country to oper- 
ate in the third country. This situa- 
tion can be particularly advantageous 
if the ultimate aim is to sell the shares 
of the company incorporated in the 
tax haven country. 


Look at the Long Term 

These, then, are the main of count- 
less ways of organizing business to 
take full advantage of the tax relief 
available. For instance, wherever 
bona fide functions can be carried out 
abroad in connection with the export 
or import of goods from or to Canada, 
it might be worthwhile having a 


company established in a tax haven 
country, such as The Bahamas, to 
carry out these functions, and ac- 
cumulate some tax-free profits. Some 
of these functions might be as export 
or import agents, commodity brokers, 
research or material testing laborator- 
ies, etc. Again there could be ad- 
vantages in having patent rights own- 
ed by a company resident outside of 
Canada. 

It is important that the manage- 
ment decisions to commence foreign 
operations should be based on the 
long-term expectations as to the 
profitability of the enterprise and the 
political and economic stability and 
development of the country rather 
than on the vagaries of taxation 
policy. In addition, before taking any 
important steps toward forming a 
foreign enterprise, information re- 
garding the latest legal and tax posi- 
tion in the particular country should 
be obtained. 

This article is only intended as an 
introduction to a subject which will 
become more and more important as 
international transportation facilities 
improve and foreign markets become 
even more competitive. 


So Say We All 


The following letter, quoted in Taxation for April 30, 1960, comes from 
a report of the Commissioner of Taxes for Rhodesia and Nyasaland. It was 
written by an African on receipt of an income tax return, and expresses with 
beautiful simplicity exactly what we have felt about the thing for years. 

“I have to refer to the attached form dated July 19, 1959. I regret to 
state I am unable to complete the form as I do not know what is meant by 
filling this form — moreover I am not interested in this income services. 
Could you please cancel out my name in your books as this system has 
upseted my mind and I do not know who register me as one of your customers 


in this matter.” 
—Canadian Tax Journal, September - October, 1960 





The Lawyer in Estate Planning 


R. deWOLFE MACKAY, Q.C. 


Ir Is PERHAPS an over-simplification 
and a self-evident statement to say 
that a knowledge of law is inherent 
and basic in all estate planning. This 
does not mean that lawyers are alone 
qualified to plan estates, but it does 
infer that a trained legal mind should 
at all stages be consulted in matters 
of estate planning. 


There are so many facets to estate 
planning that no one profession or 
expert can arrogate to itself or him- 
self the exclusive right to plan 
estates, but all need to cooperate if 
the best interests of the person in- 
volved are to be served. The non- 
legal expert, in fact, ignores the legal 
profession at his own risk since, of 
course, the legal profession in each 
province is protected by statutory 
prohibition against the invasion of its 
field. The lawyer, by the same token, 
advises his client on matters of estate 
planning at his own risk if he ignores 
the experience and special knowl- 
edge of the expert in estate planning. 


What, then, are the legal aspects 
of estate planning and how essential 
is a knowledge of law and a legal 
training to proper estate planning? 

First of all, there are, of course, the 
statutory enactments that have some 


bearing on estate planning; there is 
also in Quebec the Civil Code, and 
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in each of the other provinces vari- 
ous and sundry statutes touching on 
various aspects of the civil status of 
persons resident and domiciled in the 
respective jurisdictions; there are the 
Companies Act of Canada and the 
Companies Acts of the various prov- 
inces; there are the insurance laws, 
both of Canada and of the different 
provinces, and probably many other 
statutes which in the course of estate 
planning would have to be con- 
sidered; and there are, of course, the 
taxing statutes—the Estate Tax Act of 
Canada, the Succession Duties Acts of 
the various provinces, the Income Tax 
Acts of Canada and the Province of 
Quebec. Statutes of special applica- 
tion, of course, can be read and their 
provisions interpreted by lawyers, but 
the non-legal expert derives a funda- 
mental knowledge of the operations 
and administration in his own field of 
certain of the various statutes which 
are involved in estate planning, and 
his experience in their application en- 
titles him to claim equal, if not in 
some sense superior, rights to inter- 
pret such special statutes. The effect 
of estate tax, succession duties and 
income tax on estate planning is, 
however, a field all its own but can 
hardly be said to be the exclusive 
field of the lawyer, although the 
lawyer, in his role as adviser to 
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anyone planning his estate, should 
not be ignored where these taxing 
statutes are involved. 


There is, however, the vast field of 
common law in the common-law 
provinces (whether reduced to statu- 
tory form or derived from long-stand- 
ing precedents) and the equally all- 
embracing field of civil law derived 
from the interpretation of the Civil 
Code of the Province of Quebec, a 
great number of whose articles have 
their origin in the common law but 
the majority of which differ in many 
aspects from it. It is fair to state that 
in this field the trained legal mind 
alone is capable of interpreting the 
scope and the application of these 
common or civil laws which are 
fundamental and must be understood 
before an estate may be planned 
properly. 


General Aspects 

Estate planning must take into 
account the things that a man may 
do during his active lifetime, when 
he has many years of useful life to 
go. Some steps he can take immedi- 
ately to divest himself of his assets in 
whole or in part, present and future. 
In so doing, however, the individual 
must have due regard for the days of 
his retirement, to ensure that he has 
sufficient to live a comfortable old 
age out of income whether by way of 
revenues from the remainder of his 
assets, or from pensions or old-age 
retirement benefits or by amortization 
of his remaining capital assets. 


The residue of his assets must then 
so be settled by his will that, to- 
gether with settlements made during 
his lifetime, the individual will ensure 
that his intentions are made effective. 
Also the estate must be so planned as 
to see that the immediate benefi- 
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ciaries are not deprived of the real 
benefit for the sake of the ultimate 
benefit of the second and third gen- 
erations. 

All too often the attempt to avoid 
or reduce estate taxes and succession 
duties is made so paramount in estate 
planning that the real intentions of 
the individual are distorted, and 
those whom he wishes to benefit 
very often are deprived of the bene- 
fits intended and those who are only 
of secondary interest receive benefits 
greater than were intended. The real 
purpose of the estate plan, that is to 
say, the ultimate benefit of the de- 
pendents, is often frustrated, and in 
addition the law might be changed, 
catching up with all attempts to 
avoid or minimize tax. 


Domicile 

It is essential that the individual’s 
domicile be clearly established for it 
is the law of that domicile that 
governs all the transactions which he 
may effect in the formation of a plan. 
Succession duties and estate taxes 
also are imposed on the basis of 
domicile at death. 

A man’s domicile is not always too 
easy to determine, especially if he is 
living in a jurisdiction other than 
that of his birth. A man’s domicile of 
origin (although the term is really a 
common-law and not a civil-law 
term) is usually the place where his 
parents were domiciled at the time 
of his birth, under common law, and 
the place where his parents were 
domiciled at the date of his majority 
or emancipation, under Quebec civil 
law. Although the domicile of origin 
under the common law is more dif- 
ficult to change than is the case under 
the civil law of Quebec, a man’s 
domicile of origin is not easily 
changed under either law. To people 
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born outside the Province of Quebec 
but living in the Province of Quebec 
(and there are many such people), 
and to people born in the Province 
of Quebec but living outside of the 
Province of Quebec (and there are 
also many such people), this is a 
most important problem, since the 
laws of Quebec in matters of civil 
status are in many instances very dif- 
ferent from those of the common law 
of the other provinces. Succession 
duties and estate taxes also are im- 
posed on the basis of domicile at 
death. 


Marital Status 

A man’s marital status, for example, 
is determined by his domicile at the 
time of his marriage and not by the 
place of solemnization of his mar- 
riage. If a man’s domicile at the time 
of his marriage is in Quebec, his 
marital status as determined by the 
laws of Quebec follows him into 
every jurisdiction in which he may 
later acquire residence, or for that 
matter domicile, (except possibly 
where real property rights are con- 
cerned, since such real property 
rights are normally governed by the 
jurisdiction where the real property 
is located). 

If a man’s marital domicile is in 
the Province of Quebec, several con- 
sequences follow that differ from the 
consequences that flow from the com- 
mon law of the other provinces. 

For example, unless the intended 
spouses have entered into a _pre- 
nuptial marriage contract specifying 
that they shall be separate as to 
property in accordance with the rules 
normally applicable in common-law 
provinces, the spouses are subject to 
the regime of community of property 
until the community is dissolved, 
either by death of one of the spouses 


or by court order. An important con- 
sideration is the fact that on the 
death of either spouse the survivor is 
entitled by law to one-half of the 
community assets, and the deceased 
cannot by his will dispose of more 
than one-half of such assets. The in- 
tended spouses, on the other hand, 
could have entered into a pre-nuptial 
marriage contract providing that they 
would be separate as to property, in 
which case such marriage contract 
remains binding and cannot be 
changed by the parties after their 
marriage. 

Any estate planning, therefore, that 
is to be considered must take into 
account the marital status of the in- 
dividual concerned and the terms of 
the marriage contract, if any. 


A second consequence that flows 
from the marital status of the indi- 
vidual concerned being that of the 
Province of Quebec is that gifts be- 
tween husband and wife (excepting 
normal gifts which the husband, hav- 
ing regard to his financial status, may 
from time to time give to his wife on 
the occasion of Christmas, birthdays 
and other similar anniversaries) 
are prohibited; in addition, a wife is 
prohibited from binding herself with 
or for her husband or from guaran- 
teeing his debts or giving any other 
form of surety (except to the extent 
of the community assets if their status 
is under the regime of community of 
property ). 

There are two exceptions to the 
prohibition against gifts made be- 
tween husband and wife. One is that 
gifts may be made by pre-nuptial 
contract, and such gifts may be either 
absolute or conditional and may be 
made to take effect during the life- 
time or after the death of one of the 
spouses. The second excepiion is that 
a man is entitled to insure his life in 
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favour of his wife, but not the re- 
verse. 


Special Rules 


If a man’s marital status is gov- 
erned by the laws of the Province of 
Quebec, the putting of a home in the 
name of his wife is ineffective for all 
purposes of succession. Furthermore, 
it is questionable whether such action 
would in such circumstances be ef- 
fective for estate tax or succession 
duty purposes even though it consti- 
tuted a valid gift to his wife under 
pre-nuptial contract and was made 
outside of the three and five-year 
limitations of the Estate Tax Act and 
existing provincial Succession Duty 
Acts. 

The same rules apply to the case 
where a husband, during his lifetime, 
may have built up his wife’s assets 
by putting securities in his wife's 
name from time to time. Apart al- 
together from the income tax implica- 
tions of such actions, the wife is al- 
ways faced on the death of her 
husband with the question as to 
whether securities registered in her 
name are the result of gifts that are 
prohibited by the Civil Code, in 
which case they might be disregarded 
not only for purposes of succession 
and inheritance but for estate tax and 
succession duty purposes. 

The income tax implications add 
to the complexity of the problem. 
Where community of property is in- 
volved, in given circumstances, secur- 
ities or other property registered in 
the name of the wife could come 
from four different sources: (1) the 
investment of the property which she 
had prior to her marriage or which 
she received by way of gift or will 
from her parents or by bequest under 
the terms of which the property be- 
queathed was to remain her own per- 
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sonal property; (2) the income de- 
rived from such bequeathed property; 
(3) the investment of assets which 
form part of the community and 
which the husband has put in his 
wife’s name; (4), as above mention- 
ed, securities which the husband has 
purchased out of his own private 
property and which he has placed in 
his wife’s name. There are also ques- 
tions as to whether the income on 
securities purchased by the wife out 
of the income from her own private 
property may not have to be reported 
by the husband and added to his in- 
come. 

One of the gifts that a husband 
may make to his wife is the insuring 
of his life in her favour. Once, 
however, an individual takes out a 
life insurance policy naming his wife 
as beneficiary, under the laws of the 
Province of Quebec, there are certain 
restrictions to his disposal of that 
policy. He cannot, for example, name 
a replacement beneficiary other than 
his children, and he cannot use the 
policy as a guarantee for his debts 
even with the consent of his wife. 
It follows as a consequence that, to 
the extent that life insurance is in- 
volved in estate planning, the special 
laws of Quebec respecting the civil 
rights of the parties, as well as the 
Quebec insurance laws, must be care- 
fully scrutinized if the individual 
whose estate is being planned is sub- 
ject to the marital law of that prov- 
ince, whether living or residing or 
even being domiciled outside the 
province of Quebec at the time of 
his death. 


Gifts and Trusts 

Under the laws of the Province of 
Quebec, gifts inter vivos, whether 
made directly or in trust, must follow 
certain formalities if they are to be 
effective. Here again, estate planning 
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must take into careful consideration 
the domicile and the marital status of 
the donor who proposes to make gifts 
or set up trusts for his wife, children 
or other dependents, as part of his 
estate planning. 

With regard to trusts, while the 
articles of the Civil Code of the Prov- 
ince of Quebec dealing with trusts 
had their origin in the common law 
of trusts, they differ in quite material 
aspects. It would serve no useful pur- 
pose to discuss these differences in 
this article, other than to point out 
that such differences do exist and 
must be taken into account. It might 
be noted here, however, that under 
the Quebec Succession Duty Act if a 
gift is made in trust, even if irrevoc- 
able and unreserved, the value there- 
of at the date of the donor’s death is 
added to the estate of the donor for 
the purposes of succession duties. 


Inheritance, Successions and Wills 

Under the laws of Quebec, an in- 
dividual has the complete freedom of 
disposing of his assets by will (in- 
cluding his share in any community 
of property). If an individual dies in- 
testate (without leaving a will) or if 
in his will he fails to confirm gifts 
made during his lifetime, his heirs or 
legatees, as the case may be, can be 
faced with the necessity of returning 
to the mass of the estate any gifts 
made by the deceased during his life- 
time. 

Part of estate planning must there- 
fore include not only the making of 
gifts inter vivos, either directly or in 
trust but also appropriate provisions 
in the will to see that these gifts 
inter vivos and by trust are not 
frustrated on the death of the 
testator. 


Corporate Devices 
Estate planning, of course, is not 


only concerned with the immediate 
or eventual disposition of an indi- 
vidual’s accumulated wealth, but also 
with the disposal of future accretions 
or accretions anticipated at the time 
the estate is being planned. If an out- 
right gift of property is made, it 
is obvious that the income from such 
property or the accretions or capital 
gains derived therefrom are for the 
exclusive benefit of the donee. If, 
however, the gift is by way of a trust 
which is revocable or the income is re- 
served by the donor in trust, both the 
Estate Tax Act and the Succession 
Duty Acts of the provinces involved 
bring back into the estate of the de- 
ceased for tax and duty purposes the 
value of the trust at the date of 
death (and this is also true for Que- 
bec succession duty purposes even if 
there is no reservation of income and 
the trust is irrevocable). 


Estate planning, therefore, also 
must take into consideration the use 
of corporate set-ups as a device for 
transferring property for all purposes 
of law as well as for avoidance or re- 
duction of estate tax or succession 
duties. 

Needless to say, a man who uses 
the corporate device in planning his 
estate, so that he “freezes” his interest 
in his assets, business and undertak- 
ing, may not necessarily at the same 
time wish to give up effective control 
of his business but to retain for him- 
self the right to regain control of his 
business should his wife or any of the 
children whom he wishes to benefit 
not be interested in or capable of 
carrying on the business and under- 
taking. In that case he must take 
into account not only company law 
but the civil law affecting his civil 
status. 


For example, a man who may part 
with only a portion of his business 
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may nonetheless need the security of 
the business transferred to his wife 
through the incorporation of one or 
more companies, but he would (if his 
marital domicile is in Quebec) be 
faced with the law of Quebec which, 
as aforementioned, prohibits a wife 
directly or indirectly binding herself 
with or for her husband. Consequent- 
ly, a wife who is the owner of the 
equity shares of a company that op- 
erates part of the family business is 
incapable of pledging those shares as 
security for or guarantee of the debts 
of her husband, or possibly even the 
debts of her husband’s company. 

Then, too, if a father (whose dom- 
icile is in Quebec) transfers, through 
the incorporation of companies, the 
whole or any part of his business to 
one or more of his children, any 
equity or other shares which such 
children might hold could not be 
sold by such children so long as they 
remained minors (in most cases until 
they have attained the age of 21) ex- 
cepting after the convocation of a 
family council, the appointment of 
a tutor other than the father and the 
approval of the court to the sale of 
the shares, and then only by public 
auction. 

Furthermore, even if an individual 
effectively causes the corporation 
controlled by him to transfer assets 
to a company incorporated by or for 
his wife or children and such indi- 
vidual has no effective control over 
the second company, the Quebec suc- 
cession duty authorities will seek to 
add back the value of the assets of 
such second company to his estate on 
his death and at the valuation there- 
of at the time of his death. 


Pension and Death Benefits 


It is of course necessary also for 
salaried officers and employees of 
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public companies to consider and 
plan carefully their respective estates 
and they must take into account in 
the estate planning the effect of em- 
ployment benefits. 


In this field also there is scope for 
differentiation between the laws of 
Quebec and the laws of other prov- 
inces. For example, a great many of 
the employee pension and benefit 
plans provide for the designation by 
the employee of the dependent who 
is to obtain the death benefit pro- 
visions of any such plan. There is 
still in the Province of Quebec con- 
siderable argument as to whether or 
not the designation of such depend- 
ent by the employee is legal and 
valid, or whether it constitutes an un- 
authorized disposition of property 
and rights on death otherwise than 
by will and, in the case where the 
wife of the officer or employee is so 
designated, whether it constitutes a 
gift between husband and wife pro- 
hibited by the Civil Code of the 
Province of Quebec. 

There is, too, always the question 
as to whether or not, in any given 
plan, the beneficiary of a death bene- 
fit has a legal right of action against 
the company to claim the benefits of 
the plan of which he or she was the 
beneficiary designated by the em- 
ployee. 

There is also the question as to 
whether or not the indemnity under 
an accident and sickness policy pay- 
able in the event of death constitutes 
life insurance benefits which are for 
estate tax and succession duty pur- 
poses included in the aggregate es- 
tate, subject to tax or duty as the 
case may be. 

These and other similar problems 
arising out of employee benefit plans 
must be considered in an overall 
estate plan. 
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Conclusion 

Although unquestionably the ex- 
pert or experienced tax planner, 
whether legal or non-legal, is com- 
petent to set out an estate plan that 
will serve the individual for whom 
he is acting, it is most desirable if not 
essential that the advice of a trained 
legal mind should be obtained at all 


stages of estate planning. Both the 
professional adviser and the expert 
should be astute enough to seek each 
other’s advice so as to apply their 
combined experience to the best in- 
terests of the person who is seeking 
to plan his estate and to provide for 
himself and his dependents the best 
protection possible. 


Walter J. Macdonald Memorial Award 


An announcement appeared last month in connection 
with the Walter J. Macdonald Memorial Award to be given 
annually for the best article written by a member of the 
Canadian Institute of Chartered Accountants and pub- 
lished in The Canadian Chartered Accountant during the 
year. The award, judged by a panel of three to be ap- 
pointed annually by the president of the Canadian Insti- 
tute of Chartered Accountants, carries an honorarium of 
$500 together with a tangible token. 

For the year 1961-1962 articles published from August 
1961 to June 1962 inclusive will be eligible. In subsequent 
years the award will cover the period from July to June. 
The judges will use the same criteria that the Editorial 
Board employs in selecting manuscripts for publication: 
(1) interest to chartered accountants, (2) contribution to 
knowledge and (3) clarity of style. If, in the majority 
opinion of the judges, no entry in any year is considered 
worthy of the award, an honorarium will not be made for 


that year. 


The offer of the award was made last September at 
the 58th annual conference of the Canadian Institute of 
Chartered Accountants by Deloitte, Plender, Haskins & 
Sells in memory of the late Walter J. Macdonald, F.C.A., 
senior partner of the firm, and was accepted at that time 
by the Executive and Council of the Institute. 
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New Developments in Industrial 


Pension Planning 


J. FRASER COATE 


SINCE SO MANY new trends in pension 
planning have developed in the past 
five years, now is an appropriate time 
to review these developments in the 
light of past experience and future 
expectations. 


Inadequate Benefits 

While the question of adequacy 
of pension benefits is perhaps not par- 
ticularly new, it seems to have been 
recognized more specifically in recent 
years. 

If there is an “average” industrial 
plan in Canada, its benefit is in the 
order of 1% for past service with 14% 
cf current salary for each year of 
current service. The employee con- 
tributes 5%, and the employer as- 
sumes the full cost of the past ser- 
vice, plus the difference between the 
employees’ 5% and the total required 
to fund current service each year. 

If today’s salary scale had been in 
effect 20, 15 or even 10 years ago, 
this formula would have produced a 
most adequate industrial pension. 
Whether we dislike the overworked 
term “inflation” or not, the fact re- 
mains that today’s cost of living and 
scale of living differ considerably 
from those of the past. As a result, a 
great many firms are finding that cur- 
rent pensions are simply not ade- 
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quate, and are providing from their 
current payroll supplementary bene- 
fits related to final pay. That this is 
an undesirable and perhaps even 
dangerous practice will generally be 
agreed. 

In the first place, the pensioner has 
no assurance either through the fund- 
ing of the liability or from present 
or future management that the prac- 
tice will be continued. Secondly, as 
more and more employees are pen- 
sioned, an ever-increasing non-pro- 
ductive payroll liability is created 
which does not show up on the bal- 
ance sheet. Moreover, as it can 
hardly be established that all of these 
retired employees are retained as con- 
sultants, it may be questioned that a 
provision exists under income tax reg- 
ulations to justify such an expense 
item. Finally, the opportunity for 
discrimination abounds where sup- 
plements are awarded individually 
and continue at the grace of the em- 
ployer. 


Solution for Today 

Admittedly, one good answer to the 
problem is to amend the plan from 
a unit benefit based on career or 
average salary to a unit benefit based 
on the average of the last five or ten 
years, or perhaps of the best five 
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years, depending on the type of busi- 
ness and employment. Although this 
provides a neat and ready solution, 
it is a responsibility which many 
business and industrial officers hesi- 
tate to accept for themselves or to 
load on the shoulders of their suc- 
cessors. 

To attain adequacy in another fa- 
shion, a number of plans have been, 
or are now, in the process of up- 
dating past service benefits. For the 
majority, relating past service to cur- 
rent salary will provide the desirable 
effect in the foreseeable future which 
would not be created by an improve- 
ment in the current service percent- 
age. 

Under the new regulations, past 
service liabilities are no longer re- 
stricted to tax credit over a minimurn 
of ten years, nor is there any maxi- 
mum period other than the actuarial, 
usually 30 years. Past service fund- 
ing, therefore, is flexible. In a good 
profit year, all or a good part may be 
paid off; in less profitable years, the 
interest on the unfunded position is 
the only liability. 


Supplementary Contributions 

At some point, Canada must decide 
whether it is headed towards a com- 
pletely socialistic state or whether it 
has now gone far enough. Cer- 
tainly it does not lag far behind 
any country in government-provided 
benefits. In the field of hospitaliza- 
tion and family allowances, it is 
ahead of most. 

Whether Canadians will look for 
still more from the government in the 
field of pensions or prefer the prac- 
tices of free enterprise will depend, 
to a great extent, on industrial and 
business leadership. 

No non-contributory pension plan 
and few average earnings contribu- 


tory plans will provide in themselves 
a completely adequate retirement in- 
come. We must look for ways of 
strengthening private pensions; other- 
wise, we invite government interven- 
tion. 

Our tax provisions provide for ex- 
emptions on employee contributions, 
which is not the case in the United 
States. It is suggested that all plans 
should permit and indeed encourage 
additional contributions over and 
above the required rate. 

Not only are the capital and the in- 
terest yield on this personal savings 
and investment plan tax exempt, but 
also the effect of compound interest is 
an advantage not offered in most 
other forms of long-term saving. 
Whether the employee is credited 
with interest at an actuarially assum- 
ed rate or at the actual yield on the 
fund, he is assured of a better yield 
than is normally otherwise available. 

If, for some reason, it is not prac- 
ticable or feasible to provide for ad- 
ditional contributions as a part of the 
plan, arrangements may be made for 
salary deductions of a contribution up 
to the amount of 10% of salary less 
the required amount to the plan up to 
the maximum of $1,500 per year, to 
be paid into a registered retirement 
income plan. 


Portability 

There can be no doubt that in the 
near future the right of portability, 
i.e., the right to transfer tax-exempted 
accumulated dollars from the pension 
fund of employer “A” to employer 
“B”, will receive a considerable am- 
ount of attention and possibly govern- 
ment intervention. 

The basic problem of portability 
does not pertain to the transfer of em- 
ployee dollars, but rather to those 
contributed by the employer. Because 
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the original purpose of a pension plan 
was to retire employees after long and 
faithful service, in most plans the 
vesting, i.e., the right of the employee 
to company dollars, is not complete 
until after 15 or 20 years. 

Even after being fully vested, if the 
employee leaves, he is usually given 
the option of a cash return of his 
own contributions or a paid-up pen- 
sion provided by his contribution 
plus company dollars at normal re- 
tirement date. Regrettably, when 
given this option, most severing em- 
ployees take the cash. Whether this 
practice can be discouraged by some 
further tax legislation is a nice ques- 
tion. 

As the employee normally is leav- 
ing either by his own choice or for 
just cause, the employer has no par- 
ticular reason for wishing to have the 
responsibility of maintaining the indi- 
vidual account from the time of sev- 
erance until normal retirement date. 

If, however, employer “A” agreed 
to transfer the whole of the individ- 
ual’s vested dollars to employer “B”, 
employer “A” would lose the mortal- 
ity credit, that is, the amount credit- 
ed to the fund from those dying be- 
fore retirement. This may amount 
to as much as 20% He is also going 
to lose the amount of excess interest 
earned over the actuarial assumption. 

One practice still not widely fol- 
lowed provides a solution. The first 
employer, on actuarial certification, 
may deduct the mortality assumption 
before transferring assets to the sec- 
ond. 

Aside from this, present regulations 
provide that dollar credits may be 
transferred directly between funds 
without tax liability. Lacking the ac- 
ceptance of the new employer, the 
dollars may be transferred to a regis- 
tered retirement savings plan. All 


transfers of credits should be consid- 
ered in terms of the reserve or dollars 
behind the benefit rather than an 
amount of pension benefit. 


Whether or not provincial regula- 
tions will one day be established con- 
cerning vesting and portability re- 
mains to be seen. One wonders how 
a company which has voluntarily es- 
tablished a pension plan can be regu- 
lated into a more costly vesting pro- 
vision unless the regulations also pro- 
vide that his competitor down the 
street who does not have a plan at all 
must establish one on a comparable 
basis. 


Variable Annuities 

Variable annuities have now passed 
the theoretical stage, and to the ex- 
tent that some five years can be called 
experience, they seem to have become 
established as a valuable tool in plan- 
ning for adequate pensions. 

While so far, to our knowledge, 
only a handful have been registered 
in Canada, in the United States some 
20 or more of good size have been 
implemented. 

It is interesting to note, however, 
that in no case to date does the com- 
plete plan consist solely of a variable 
annuity. Either 50% of the contribu- 
tions go to a fixed dollar plan, or, as 
is the case with Airline Pilots Associa- 
tion plans, the variable annuity goes 
on top of the basic plan provided for 
all employees of the airline. 

In principle, it is projected that if 
the purchasing power of the fixed 
dollar benefit lessens, the variable an- 
nuity benefit will increase. 

To accomplish this purpose, all in- 
vestments for the variable portion are 
made in common stocks. The par- 


ticipant earns a pension consisting of 
benefit units rather than benefit dol- 
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lars. If the value of the common 
stock unit increases during the ac- 
cumulation period, it is expected that 
the variable annuity portion of his 
total benefit will be somewhat more 
than his fixed dollar benefit. 


It has the further objective that if 
and as the unit values continue to in- 
crease after retirement, so will his 
pension dollar payment increase. If, 
on the other hand, they decrease, 
theoretically the purchasing power of 
his fixed income benefit portion will 
increase. 


We question that variable annuities 
will ever be quite as popular in Can- 
ada as they may be in the United 
States. The following will illustrate 
some of the problems of the Canadian 
trustee compared with the USS. trus- 
tee: 


1. The Canadian trustee does not 
have as broad a base and diversi- 
fication of Canadian stocks avail- 
able. 

2. Due to the 20% tax credit on divi- 
dends received by the tax-paying 
Canadian common stock owner, 
the non-taxable pension fund does 
not receive equivalent value on 
the investment. 

3. If the Canadian trustee purchases 
U.S. stocks, he is concerned: about 
the variation in exchange rates 
which, over the years, has been as 
much as 20%. 

4. Dividends on U.S. stocks are sub- 
ject to 15% withholding tax with 
no offsetting Canadian tax against 
which to apply it. 


Place of Common Stocks 

Despite the foregoing negative fac- 
tors, common stocks very definitely 
have a place in pension fund invest- 
ment portfolios in Canada. 

In the United States it is not un- 


usual that the larger funds have a 
proportion as high as 50% in equity 
investment. It is felt in Canada, in 
view of the factors discussed, plus the 
fact that bond yields are somewhat 
higher, that the equivalent propor- 
tion is in the neighbourhood of 30%. 

Some consideration in planning in- 
vestment policy must be given to the 
type of plan and the benefits pro- 
vided. 

As money purchase plans are prac- 
tically outmoded, they need not be 
considered seriously. Suffice it to say 
that as the employer has a fixed cost 
in dollar contributions in any event, 
no profit accrues in stretching out for 
yield and capital gain. Once the dol- 
lars are contributed, they vest in the 
employee at least contingently, and 
therefore, a somewhat conservative 
portfolio is normally adopted because 
of the fiduciary aspect of the invest- 
ment. 


To an extent, the same situation 
applies to union-negotiated flat bene- 
fit plans. While it is true the com- 
pany cost will be reduced by excess 
yield and capital gain, such reduction 
will quite probably pertain only until 
the next negotiation date when in- 
creased benefits will become an issue. 


With a unit benefit plan based on 
current or average salary, however, 
there is a very good incentive to in- 
vest aggressively. If it is true, as 
stated at the beginning of this article, 
that these plans are simply not ade- 
quate, then reserves should be cre- 
ated through the means of increased 
yields plus capital gains to enable the 
benefits to be amended upwards at 
no greater outlay from the company. 

When it is realized that an ev ess 
in yield of only 4% over the actuarial 
assumption will reduce company cost 
in a unit benefit plan by some 10%, 
and sometimes much more, it may be 
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readily appreciated how important 
yield and capital gain may be to the 
fund. 


If, of course, the plan is on the final 
earnings basis, it is almost essential 
that a minimum of 25% to 30% equity 
investment be employed. Projections 
for the future must be predicated on a 
well-educated guess based on past 
history plus what economists see 
ahead for Canada’s economy. Most 
of such prognostications come up 
with an average of 8% per annum for 
the foreseeable future for the com- 
bined capital gain and yield of a bal- 
anced growth equity portfolio. 


Conclusions 

The relatively brief history of in- 
dustrial pension planning indicates 
that the situation is by no means sta- 
tic. Implementation of and changes 
in government benefits and tax regu- 
lations have brought about many 
changes from year to year. The pro- 
gressive depreciation in the purchas- 
ing power of the dollar may require 
a continuing program of benefit im- 
provement. It is of the greatest im- 
portance that all employees be made 
fully aware of the tax advantages of 
their personal contributions. 


Perhaps considerable effort will be 


required through discussions, meet- 
ings and employer leadership to sell 


employees on the desirability and 
necessity for savings on their own ac- 
count to the best of their ability. This, 
if followed through, will be a small 
price to pay for insurance against the 
most undesirable possibility of gov- 
ernmental regulation and control. 

In the field of pensions, the chart- 
ered accountant has a real opportun- 
ity not only to approve and attest as 
to what has happened, but also to 
recommend ways and means for econ- 
omies and improvements in the fu- 
ture. 

A company with no plan at all or 
with a pay-as-you-go basis or a com- 
pany that supplements pensions from 
revenue is obviously building up a 
hidden liability which one day may 
be of a most serious nature. 

A company which funds its pension 
plan on other than the most eco- 
nomical basis may be contributing 
15% or more in excess of that re- 
quired. 

It is not suggested that chartered 
accountants should supplant consult- 
ing actuaries or the officers of the 
pension division of a trust company. 
It is a fact, however, that they are 
in the primary position to discover 
and determine situations wherein em- 
ployer and employees alike may be 
better served by an improvement in 
their pension planning and funding 
principles. 





Tax Treatment of 
Patents in Canada 


ALTHOUGH THE Report of the Royal 
Commission on Patents, handed down 
in April 1960, makes certain recom- 
mendations for amendment of the 
Canadian patent laws, it is obvious 
that no fundamental change in the 
patent system in this country is con- 
templated and that patents will be 
with us for an indefinite period to 
come. 

Before approaching certain specific 
matters arising out of patents which 
may be of special interest to account- 
ants, it might be well to examine 
briefly the patent system as it exists 
in this country. 


Patent Not Improper Monopoly 

Patents (a term used in this article 
as referring exclusively to letters pat- 
ent of invention) are often regarded 
as monopolies and thus are sometimes 
regarded with some of the suspicion 
and hostility which attach to that 
word. It is most important, there- 
fore, that there be at the outset a 
clear understanding of the nature of 
letters patent of invention and the 
specialized monopoly which they pro- 
vide. 

The exclusive right which the law 
gives to the patentee to exclude oth- 
ers, for a limited term, from practis- 
ing the invention which he has made 
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is a natural and moral right. It dif- 
fers from ownership of other forms 
of property only in that the owner is 
required to turn back the property to 
the public after a very limited term 
during which he has the right to its 
exclusive enjoyment. The distinction 
between a patent for an invention and 
a monopoly is, therefore, no more or 
less than the distinction between the 
right given to a person to enjoy his 
own property or the fruits of his own 
intellectual capacity, on the one hand, 
and the restriction of the public in a 
freedom or liberty which it had be- 
fore the grant of the monopoly, on the 
other. 


A monopoly is contrary to the view 
of the law and public morality, there- 
fore, only if it takes away something 
which was enjoyed by the public 
before the grant was made. The 
patent system, since it give the in- 
ventor a monopoly only in that 
which he himself has contributed by 
way of development and research and 
then only for a strictly limited term, 
can surely not be considered to be 
an improper monopoly. 


Right of Patentee 

A Canadian patent gives the pat- 
entee the exclusive right to manufac- 
ture, use and sell to others to be used, 
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the subject matter of the patent in 
Canada for a period of 17 years from 
the grant of the patent. A patent 
cannot be renewed or extended be- 
yond its 17-year term, and a careful 
examination of the subject matter of 
the patent is made by trained exam- 
iners in the Patent Office in Ottawa 
before the patent is granted to insure 
that the subject matter of the patent 
is new and useful and that the pat- 
entee is not extending his monopoly 
to things which he did not invent. 


It is the object of this article to 
study certain aspects of the patent 
system which may be of particular 
interest to those in the accounting 
field. 


Of primary concern to all is the 
problem of taxation, which gives rise 
to the most frequent accounting 
problems in the patent field. We are 
all well aware that questions of in- 
come tax must be carefully studied 
in light of their own particular facts 
and circumstances and that it is dan- 
gerous to attempt to theorize with too 
much particularity, but certain gen- 
eral principles can be drawn which 
are of use in assessing particular 
problems of patents and income tax. 


A Capital Transaction 

The basic principle of the Cana- 
dian income tax statutes is that in- 
come is the standard of taxation and 
that capital gains or accretions are 
not subject to tax. A patent is a 
capital asset; thus. unless the paten- 
tee can be considered to be in the 
business of making a practice of mak- 
ing inventions or acquiring patents 
and re-selling them, the outright sale 
of patents by inventors and others 
constitutes a transaction of a capital 
nature and is not subject to tax. It is 
also clear, however, that dealings 


with patents in the nature of licences 
involving royalty payments based on 
use are income transactions which 
create a liability to tax. 


Having accepted the general pro- 
position that the sale of a patent is a 
capital transaction, while the licensing 
of a patent for a royalty is an income 
transaction, it but remains to draw 
the line between the sale and the 
licensing of a patent. In drawing this 
line the prime consideration is wheth- 
er or not the sum paid to the paten- 
tee is in any way based upon use of 
the invention by the purchaser and 
whether or not the vendor retains a 
reversionary interest in the patent as 
a result of the transaction. 


Basic Question 

The question for determination in 
each case is: “Was the price paid to 
to the patentee based upon use of the 
patent, or was it an outright sum pay- 
able either as a lump sum or instal- 
ments regardless of the extent of 
use by the purchaser?” Obviously, a 
royalty based on sales will be con- 
sidered as income in the hands of the 
patentee as being in the nature of a 
profit received in respect of the cap- 
ital of the patent. It must follow that 
if the purchaser is obligated to pay a 
certain sum regardless of his use or 
otherwise, then the mere fact that 
that sum is not paid in a single instal- 
ment, but may be extended over a 
considerable period of time should 
not affect the capital nature of the 
transaction. This is clearly expressed 
in No. 353 (1936) 9 S.A.T.C. 82, per 
Nathan K.C. as follows: 

“The mere fact that the payment is 
stipulated by annual instalments is 
not conclusive in itself. There are 
many cases in which property is pur- 
chased and the purchase price is pay- 
able by annual instalments. The na- 
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ture of the transaction is not varied 
on that account. The thing purchased 
is a capital asset. A recurring capital 
payment is still a capital payment. It 
is clear that, where an exclusive li- 
cence has been granted, in that case 
the licence is a capital asset. The 
grantors of the licence have parted 
during the whole of the period of 
their patent rights with their right to 
use the patent. This is clearly a case 
of parting with the capital asset, and 
what the appellant company did was 
to pay a purchase price for that cap- 
ital asset although a portion of it was 
expressed to be by annual instal- 
ments.” 

The other side of the coin is equally 
well expressed in Pope Appliance 
Corp. Ltd. v. Minister of Customs & 
Excise (1927) Ex. C.R. 17 where 
Maclean J. said: 


“The appellant also contends that 
the licensing in Canada of its patents 
is virtually a sale of these patents 
with payments deferred, and that the 
payment of royalties therefor period- 
ically, is but a receipt of payments 
on account of such sale, and are cap- 
ital sums and not income . . . The con- 
tention .. . cannot . . . be maintained. 
The royalty received by the appel- 
lant is for the use of its inventions. 
The payment or royalty is in respect 
of the user of the inventions, mea- 
sured by the quantity of production 
of paper, which may vary according 
to the machine to which the invention 
is attached, the speed, etc. . . . The 
bargain is that the licensee pay, not 
a capital sum, but a sum dependent 
on the volume of paper produced.” 

The whole position is clearly ex- 
pressed in an Indian case Anant Ram 
Khem Chand v. Commissioner of In- 
come Tax, Punjab (1937), 5 LT.R. 
511 where Takchand J. said: 

“If the transaction was an out- 


and-out sale of the patent for a 
definite fixed price, even though it 
was not payable in lump sum but in 
instalments, there can be no doubt 
that any such instalment received 
during the accounting period cannot 
be treated as taxable ‘income’ but is 
a ‘capital’ receipt. If, on the other 
hand, it was merely a ‘working li- 
cence’ granted for an annual payment, 
it is clearly ‘income’ . . . We must 
look to the substance of the trans- 
action.” 

Similarly, although a transaction in 
respect of a patent may be expressed 
to be an assignment in return for the 
payment of a certain sum not related 
to use of the patent, if the patentee 
retains any right to re-acquire the 
patent under certain circumstances, 
there is every possibility that the 
transaction will be regarded as an 
income transaction and not as a 
capital transaction. 


A Corollary to the Principle 

An interesting corollary to the prin- 
ciple that anything less than an out- 
right assignment by the patentee of all 
his rights will be considered as an in- 
come transaction is illustrated by No. 
442, 57 D.T.C. 435. In that case it 
was held that a territorial assignment 
not based upon use, but limited to the 
right to practise the monopoly in a 
defined geographical area, was a cap- 
ital transaction. In that case Mr. 
Fisher said: 


“. . . where a patentee grants an 
exclusive licence, thereby precluding 
himself from exploiting his patents 
in the area covered by the licence, 
and receives therefor a capital sum, 
which is estimated in advance and 
without any relation at all to any 
user of the patent, that lump sum 
payment is a capital receipt which is 
not subject to income tax.” 
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Subject to this territorial aspect, 
however, anything approaching a sub- 
stantial reversionary interest in the 
patent may be anticipated to be fatal 
to the argument that the considera- 
tion received should be free of tax as 
a capital receipt. 

From the standpoint of the pur- 
chaser the problem is considerably 
simpler. A person who purchases a 
capital asset, such as a patent is 
permitted by the provisions of section 
11(1)(a) of the Act to write off the 
cost of the patent to him over the 
life of the patent remaining at the 
time that the asset was acquired 
(Regulation 1100(1)(c)). If the li- 
cence is acquired under the patent 
in return for a royalty based on use, 
then the royalties paid are clearly 
deductible under the provisions of 
section 11. 

The provisions of section 11(1)(a) 
of the Act also apply to the patentee 
himself so far as concerns his legal 
and other fees required to obtain a 
patent. In this case the legal and 
other expenses necessarily incurred in 
acquiring a patent may be written off 
by the inventor over the 17 years for 
which the patent extends. It would 
appear that legal and other expenses 
incurred in applying for a patent 
which is ultimately refused are not 
deductible from the income of the 
inventor or applicant. 


Litigation Expenses 

The expenses of patent litigation 
also require careful consideration. 
Section 12(1)(a) and (b) of the In- 
come Tax Act read as follows: 

In computing income, no deduction 
shall be made in respect of .. . (a) 
an outlay or expense except to the ex- 
tent that it was made or incurred by 
the taxpayer for the purpose of gaining 
or producing income from property or a 
business of the taxpayer. 


In computing income, no deduction 
shall be made in respect of ... (b) an 
outlay, loss or replacement of capital, a 
payment on account of capital or an 
allowance in respect of depreciation, 
obsolescence or depletion except as ex- 
pressly permitted by this Part. 


It is obvious that problems of nicety 
can arise in the case of patent litiga- 
tion where the whole basis of the 
plaintiff's action is the setting up of a 
capital asset and an attempt to pre- 
vent the defendant from encroaching 
upon that asset. 


While there have been few cases in 
which the deductibility of legal ex- 
penses in connection with patent liti- 
gation has come for consideration, a 
general principle may be derived 
from the judgment of the Supreme 
Court of Canada in Kellogg Co. of 
Canada Ltd. v. M.N.R. (1943), S.C.R. 
58. In this case the Kellogg Company 
had been the defendant in substantial 
litigation in which it was charged 
with infringement in connection with 
the trade mark “Shredded Wheat”. 
The Exchequer Court held that the 
expenses were properly deductible as 
they brought into existence no asset 
which could appear as such on any 
balance sheet nor did they procure an 
enduring advantage for the taxpayer's 
trade. The expenditures constituted 
an involuntary expense, not a dis- 
bursement incurred once and for all 
or for the benefit of a trade. In dis- 
missing the appeal by the Minister, 
Duff, C.J. observed: 


“As regards this payment, the ques- 
tion in issue was whether or not the 
registered trade marks of the plain- 
tiffs in the action were valid trade 
marks, or, in other words, whether or 
not the present respondent, the Kel- 
logg Company, and all other mem- 
bers of the public were excluded from 
the use of the words in respect of 
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which the complaint was made. The 
right upon which the respondents re- 
lied was not a right of property, or 
an exclusive right of any description, 
but the right in common with all 
other members of the public to de- 
scribe their goods in the manner in 
which they were describing them.” 

The Kellogg case was followed 
in Reclaimo Co. (Canada) Ltd., 59 
D.T.C. 505 where the defendant was 
permitted to deduct legal expenses 
incurred in the successful defence of 
a trade mark action brought to re- 
strain it from using the trade mark 
“Reclaimo”. 

This principle appears to settle the 
position of a defendant in an infringe- 
ment action relating to patents as 
being able to deduct an expense in 
defending himself from a charge of 
infringement because he is not relying 
upon a right of property, but rather 
the right in common with every mem- 
ber of the public to be allowed the 
liberty of continuing certain acts. It 
would also appear that whether the 
defendant is successful in litigation 
or not should not affect the principle 
that the expenses incurred were in an 
attempt to maintain his business posi- 
tion. 

Although there does not appear to 
be a case in point, it would ap- 
pear that the damages which an un- 
successful defendant is required to 
pay to the plaintiff are also deduct- 
ible as in the nature of royalties or 
rents payable to t!.e patentee. 


Position of Plaintiff 

The position of a plaintiff in a 
patent action has now received the 
benefit of a recent decision of the 
Tax Appeal Board. In Dole Refrig- 
erating Products Ltd. 60 D.T.C. 416, 
released by the Board on July 6, 1960, 
the Dole Company was the plaintiff 


in an Exchequer Court action claim- 
ing an injunction and damages 
against a defendant who, it al- 
leged, infringed a patent owned by 
it. The Board held that the legal 
expenses incurred in this litigation 
in which judgment had not yet been 
delivered were deductible as costs in- 
curred in preserving and maintaining 
the trade of the appellant. The 
Board, in arriving at its decision, took 
the position that the expenses of the 
litigation were costs incurred for the 
purpose of preserving the taxpayer's 
income position. The decision is in 
line with that of the Exchequer Court 
in Hudson’s Bay Co. v. M.N.R., 1947 
Ex. C.R. 130 and the judgment of the 
Board was expressed to be based 
upon the Kellogg and Reclaimo cases 
already discussed. 


It is significant to note that the 
fact that the expenses were allowed 
before the decision of the court was 
given must lead to the conclusion that 
legal expenses incurred by the plain- 
tiff are deductible whether the plain- 
tiff is successful or not. 


While the point has apparently not 
been decided in any reported case, 
it would appear that sums received 
by the plaintiff by way of damages 
from an infringing defendant would 
be considered to be in the nature of a 
rovalty or rent received by the plain- 
tiff on account of the unauthorized 
use of the patent by the defendant. 


Valuation of Patents 

Any member of the legal profession 
must approach this particular subject 
with considerable diffidence in view 
of the italicized statement contained 
on page 5 of Mr. A. V. Adamson’s 
useful book “Valuation of Company 
Shares and Businesses”. Mr. Adam- 
son states quite categorically that 
“there is no place for advocacy in the 
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making of a valuation”. It is probably 
thus presumptuous for a member of 
the legal profession to advise those of 
the accounting profession on such a 
topic, but perhaps a few general 
statements can be made on the ques- 
tion of valuation, most of which are 
derived from discussions already men- 
tioned on the capital and income na- 
ture of patents. 


The writer must respectfully take 
issue with the treatment given to 
patents by Mr. Adamson in his book. 
Mr. Adamson states (page 127) that: 


“Patents . . . are more in the nature 
of intangible assets, and in many in- 
stances their value is indistinguish- 
able from that of goodwill. Even if 
they had been paid for, quite apart 
from goodwill, they could not be in- 
cluded in an appraisal of tangible as- 
sets unless it could be demonstrated 
that they command a separate value 
and could be sold without affecting 
the main goodwill.” 


It is respectfully suggested that any 
patent may and should be assigned a 
valuation quite independently of the 
goodwill of the business in connection 
with which it is used. Since, as we 
have seen, a patent is clearly a capital 


asset and not intangible, and since 
the owner of the patent is permitted 
to write off the cost of acquisition 
of the patent over the life of the 
patent remaining at the time of his 
acquisition, at the very least, every 
patent should be valued at the de- 
preciated cost to the patentee. This 
would mean, in the case of the in- 
ventor, the legal and other costs 
necessarily connected in obtaining 
the patent and, in the case of an 
assignee, the sums paid to acquire 
the patent, to the extent that such 
capital costs had not been written off 
at the time that valuation is to be 
made. 


There may be cases where it is 
sought to evaluate a patent which 
has been licensed to another in return 
for a royalty. In such a case it is 
suggested that the proper valuation 
can be made having regard to the in- 
come received by the licensor and the 
term remaining during which the 
royalties are likely to be received. In 
such a case, given the past history 
of the royalty payment on the remain- 
ing life of the patent, evaluation 
would be a relatively simple task for 
an accountant. 


Purpose of an Audit 
In the distant past, audits no doubt had their origin in the natural dis- 


trust felt by one man for another in matters where the handling of money or 
other valuables was at stake. The function of the auditor then was to 
obtain an account of a man’s stewardship and to assure himself that no 
misappropriation of funds had taken place. With the passage of time, as 
businesses developed and grew into complex organizations, this original con- 
cept of the auditor’s function became impracticable and outdated. Neverthe- 
less, it is only in relatively recent years that it has begun to be accepted that 
balance sheets and profit and loss accounts are representations made by 
management as to a state of affairs and results of transactions; and that the 
function of the auditor is to express an opinion on those representations. 

—D. D. R. Smith, “Auditing: The Purpose and its Attainment,” 

Accountancy, September, 1960 





An Introduction to 


Punched Card Accounting 


IN RECENT YEARS more and more 
companies have been entering the 
field of punched card accounting for 
the first time, or have been advancing 
toward greater mechanical integra- 
tion of procedures. The increasing 
importance of punched card account- 
ing makes it imperative that manage- 
ment should possess a sound knowl- 
edge of the subject, since any deci- 
sion in this area will be of major 
importance to the company. If the 
decision to mechanize an application 
is made by an informed management 
after careful study, the fruits should 
be reduced costs and better and faster 
reports. If inadequate knowledge 
exists, management may either enter 
a costly mechanization program pre- 
maturely, or else penalize the com- 
pany by not recognizing potentially 
profitable machine applications. 

As a corollary to the above, the 
public accountant should also possess 
an understanding of punched card ac- 
counting, since he may be called upon 
to advise his clients in this regard. 
In any case, such a knowledge will 
help him in the audit of companies 
utilizing punched card systems. 

Recently a great deal of excellent 
literature has been published on 
punched card accoanting. Unfortu- 
nately, the authors generally assume 
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that the reader has a working know]- 
edge of the subject, but this is not 
always the case. The purpose of this 
article is to attempt to outline the in- 
formation necessary to develop an 
appreciation of punched card ac- 
counting. This will be done by com- 
paring the punched card system with 
the manual system, describing the 
functions of commonly used punched 
card machines and the basic machine 
applications. Following this, some 
general considerations will be _pre- 
sented regarding punched card ac- 
counting. 


Punched Card v. Manual System 


The fundamental difference be- 
tween a punched card and a manual 
system is that under a punched card 
system the information pertaining to 
a transaction is key-punched into a 
group of cards. These cards are 
then used to prepare a number of dif- 
ferent reports or documents mechan- 
ically. Under a manual system, each 
report or document usually requires 
individual manual operations. For 
instance, in the case of a sale, the 
manual key-punching of cards would 
be roughly equivalent to the typing 
of an invoice. However, with ma- 
chines all other operations would be 
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mechanical. The cards are fed into a 
printing machine in which the sensing 
of holes in the cards closes electrical 
circuits to activate the printing mech- 
anism, resulting in the printing of the 
invoice. The cards are then fed 
into a sorting machine which sorts 
the cards at high speeds into order, 
first by market area number and 
then by salesman, customer and 
product numbers. After each sort, 
the cards are entered into the printer 
to print the relative report. With a 
manual system, the arranging of data 
for the various reports is generally 
time consuming, and manual re- 
typings are required for each report. 
Indeed, the facility of machines in ar- 
ranging cards into a desired order 
with relative ease sometimes makes it 
possible to prepare reports not con- 
veniently prepared under a manual 
system. 


From the above, it can be seen that 
a punched card system will reduce 
the number of manual operations. 
However, for the machines to pay for 
themselves, they must be kept rea- 
sonably busy. To be kept busy, 
there must be a fairly large number 
of like transactions to be processed 
so that the high speeds of the ma- 
chines can be utilized effectively. If 
the volume of transactions is small, or 
if the number of exceptions to the 
ordinary routine is large, the flexi- 
bility of the manual system in which 
individuals can change from one 
type of operation to another with a 
minimum of lost time makes a manual 
system more suitable. Although ma- 
chines do not have this flexibility, 
they are able to handle expanding 
volumes and peak periods with much 
less difficulty because they can pro- 
cess a great many additional transac- 
tions in an extra hour or two. 


Another facet of the volume prob- 


lem is that the ability of the machine 
to cope with larger volumes some- 
times makes it possible to obtain 
greater accounting control in such 
areas as inventory and accounts re- 
ceivable. For instance, it may be 
possible to maintain a perpetual in- 
ventory under a punched card system 
on an up-to-date basis, whereas the 
volume of transactions may make this 
impossible under a manual system 
where handwritten postings to stock 
ledgers would be necessary. If vol- 
umes are small, this may work the 
other way, because transactions must 
usually be batched before processing 
under a punched card system, where- 
as under a manual system transac- 
tions can be posted immediately as 
they occur. 

A distinct advantage of a punched 
card system lies in the ability of 
machines to perform additions and 


extensions more rapidly and more ac- 
curately than is possible using manual 
methods. 


Equipment Requirements 

Although there is a wide array of 
machines available on the market to- 
day, those noted below are essential 
to most systems. A very small stand- 
ard system might require only the 
first three, and if designed to handle 
standard sized punched cards, the 

rental would start at about $300 a 

month. 

1. Key Punch — used to punch infor- 
mation into cards usually from 
source documents. Has a type- 
writer type keyboard. 

. Sorter — sorts cards into a desired 
sequence. 
. Printer — otherwise known as an 
accounting machine or a tab. 
The punched cards are read by 
this machine and reports, invoices, 
cheques, etc. are printed. This 
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machine has counters with which 
to add and subtract amounts 
punched in the individual cards. 
If totals only are desired, printing 
of detailed items may be sup- 
pressed. 

. Summary Punch — this machine is 
connected to the printer by a 
cable. A summary card may be 
punched for totals accumulated in 
the printer. For example, a single 
accounts receivable summary card 
may be punched simultaneously as 
an invoice is being printed from 
detail cards. 

. Verifier — used to verify correct- 
ness of key-punched cards. 

. Collator — used to merge two 
decks of cards or to select certain 
cards out of a file of cards. 

. Reproducer and Gang Punches — 
used to read information from one 
card and punch it into another 
card. 

. Calculator — used to perform mul- 
tiplications, divisions, additions, 
and subtractions. Results are 
punched into a card. 


Applications 

The following is a description of 
the basic punched card applications. 
There are many possible variations, 
and the exact system suited to a com- 
pany will depend upon its individual 
circumstances. 
Billing 

Billing is usually the first applica- 
tion to be mechanized. This is be- 
cause the volume of transactions is 
large and also because related sales 
statistics are highly suited to ma- 
chine techniques. The two general 
systems followed in invoicing are 
known as pre-billing and post-billing. 
PrE-BILLING 

If pre-billing is used, accurate per- 


petual inventory records are kept in 
punched card form in the accounting 
department. Both the invoice and 
shipping documents are prepared 
simultaneously by reference to the in- 
ventory records. 

One common method of pre-billing 
is as follows. Pre-punched cards in a 
tub file form the perpetual inventory 
record. A card will exist for each 
unit of product, or some standard 
multiple thereof, in inventory. When 
items are received into stock, the ne- 
cessary cards are punched and added 
to the tub file. When a sales order 
is received, a card is pulled from the 
tub file for each detail item. If a 
card is not available, an out-of-stock 
condition is indicated. In addition to 
the detail cards, a name and address 
and a terms card is pulled. These 
cards are then entered into the 
printer to print the invoice and ship- 
ping document. The shipping docu- 
ment goes to the stores department 
as authority to ship the goods. 

Variations of the above procedure 
may be followed when the size of the 
tub file becomes too cumbersome. 


Post-BILLING 

Under a post-billing system the 
sales order is routed through the 
shipping department where shipping 
documents are made out with ref- 
erence to the stores perpetual inven- 
tory records, or to the physical stock 
on hand. The sales order is adjusted 
for out-of-stock conditions, and is 
then forwarded to the machine ac- 
counting department for preparation 
of the invoice. In the machine room 
a pre-punched name and address card 
and a terms card is pulled from a tub 
file. For each detail item either a 
card is key-punched or else a pre- 
punched card is pulled from a tub 
file. The above cards are fed into a 
calculating machine to extend units 
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X price and to calculate discounts. 
The cards are then placed in the 
printer to print the invoice. 

It can be seen that the greatest 
streamlining is attained where a pre- 
billing system is used. 


Sales Statistics 

As mentioned earlier, the sorting 
of cards into a desired sequence is 
done quite rapidly by the sorter. If 
the customer, salesman, territory and 
product numbers are punched in the 
detail cards used in invoicing, the 
cards may be sorted into the respec- 
tive sequences and reports printed. 


Accounts Receivable 

During the printing of an invoice, 
an accounts receivable summary card 
is automatically punched by the sum- 
mary punch machine attached by a 
cable to the printer. This card, con- 
taining the customer number, date, 
invoice number and amount, is placed 
in the accounts receivable file. When 
a payment is received, a card is key- 
punched with the information and is 
likewise filed. Control totals are de- 
veloped during the process for post- 
ing to the accounts receivable control 
account. 

In preparing monthly statements, a 
name and address card is mechanical- 
ly merged with the accounts receiv- 
able file, and the combined file is then 
entered into the printing machine to 
print the statements. As each state- 
ment is printed, a new accounts re- 
ceivable balance forward card is sum- 
mary punched and then is placed 
in the current accounts receivable file. 
All the detail cards for the preceding 
month and the old balance forward 
cards are placed in a dead file. 

Since ageing information will also 
be contained on the accouffts receiv- 
able balance forward card, the aged 
trial balance of receivables is pre- 


pared mechanically from these cards. 

By varying the above procedure 
slightly, an open item type rather 
than a balance forward type receiv- 
able statement can be prepared. Un- 
paid invoices from prior as well as the 
current month would then be printed 
on the receivable statements. 


Accounts Payable 

Punched card procedures generally 
start after the invoice has been ap- 
proved for payment. At this time an 
accounts payable card is made out for 
the total of the invoice and a separate 
distribution card for each account to 
which the invoice is to be distributed. 
These two sets of cards are zero bal- 
anced to prove accuracy. 

The accounts payable cards are 
sorted into sequence by vendor num- 
ber each day and a machine listing is 
made which becomes part of the in- 
voice register. The cards are then 
entered into an unpaid file which in 
effect is the accounts payable sub- 
sidiary ledger. When a supplier is to 
be paid, all cards pertaining to him 
are pulled along with his name and 
address card. These cards are fed 
into the printer to print a remittance 
statement and cheque. At the same 
time a cash payments card is auto- 
matically summary punched. This 
cash payments card is listed to form 
the cash payments register. 


To obtain the trial balance of pay- 
ables at the month end, the accounts 
payable cards in the unpaid file are 
simply listed on the printer and the 
total agreed with the general ledger 
balance. 


To obtain the accounting distribu- 
tion of charges, the cards on which 
charges were distributed are sorted 
by account number at the month end 
and a detailed distribution is print- 
ed. If subsequent procedures are to 
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be mechanical, a total card for each 
account is summary punched. Other- 
wise posting to the general or sub- 
sidiary ledgers is made manually from 
the above list. 


Payroll 

The routine nature of payroll work 
generally makes it a good machine 
application. For the sake of sim- 
plicity, this illustration assumes that 
the employee works at several opera- 
tions but receives only one pay rate, 
and also that standard costing for 
labour is not involved. These latter 
situations would also be amenable to 
machine processing. 

Three master files are kept: 


(1) Employee name, rate, and tax 
exemption master cards. 


(2) Standard deductions cards. 
(3) Year to date cards. 


Each week a card is prepared from 
the employee clock cards showing 
employee number and total hours 
worked. In the factory, time sheets 
are prepared showing the operations 
performed by the employee and re- 
lated hours. From these sheets, a card 
is prepared for each operation that 
the employee performed showing em- 
ployee number, number of hours and 
operation number. The cards from 
these two sources are forwarded to 
the payroll department where the 
time is zero balanced on the printing 
machine and any differences investi- 
gated and adjusted. The employee 
name, rate and tax exemption master 
card is then merged and the com- 
bined file is entered into the calculat- 
ing machine which takes the em- 
ployee’s pay rate from the master 
card and extends rate X the hours 
worked, and punches the results in 
both the distribution cards and the to- 
tal hours worked cards. The distri- 
bution cards are selected for the 











preparation of labour distribution re- 
ports. 

A second pass through the calculat- 
ing machine of the employee name, 
rate and tax exemption card, and the 
total hours worked card will be ne- 
cessary to calculate the tax payable. 
This amount is punched in the card 
showing the total hours worked. The 
standard deduction cards are then 
merged, and the whole file is run 
through the printer to print the pay- 
roll cheques and deduction stubs. 


The next step will be to merge the 
year-to-date cards with the cards 
from above. From this combined 
file the payroll register showing year- 
to-date figures is printed, and an up- 
dated year-to-date card is summary 
punched. 

The punched card approach is es- 
pecially valuable in accumulating 
year-to-date figures, thus the prepara- 
tion of T4 slips at the year end pre- 
sents no problem. The use of the 
bulk method of deducting unemploy- 
ment insurance is also facilitated. 


Office Salary 

The fact that salaries arc more or 
less static makes it possibie to pre- 
pare the cheques and the salary regis- 
ter directly from a master file con- 
taining employee number, name, de- 
ductions, gross and net pay. The 
same cards are used again for each 
pay period. Adjustments, of course, 
are made for salary increases, new 
staff, etc. The master file as adjusted 
is used to prepare the pay cheques, 
the payroll register and an updated 
year-to-date card for each employee. 


Other Considerations 


Source Documents 


The importance of having correct 
source documents cannot be over- 
emphasized. Although the control 
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panels of the machines are wired to 
detect some types of errors, the cor- 
rection of the errors at this time is 
costly because the machine is tied up 
for a varying length of time while 
corrections are made. On the other 
hand, some types of errors will be 
perpetuated longer than if com- 
petent clerks do the work under a 
manual system and are in a position 
to notice and investigate abnormal 
occurrences. However, if the source 
documents are correct, the likelihood 
of errors occurring later under a me- 
chanical system is slight as compared 
to a manual system. 


Internal Control 

Good internal control is as import- 
ant with a machine system as with 
a manual system. One of the most 
important procedures is the develop- 
ing of control totals on source docu- 
ments going into the machine room, 
and the subsequent balancing of ma- 
chine totals to these. This procedure 
is especially valuable because errors 
can be discovered and corrected im- 
mediately. Sloppy machine installa- 
tions do exist, however, and in such 
cases it is extremely difficult to lo- 
cate errors made in prior periods. 

Some people have the impression 
that a lost card is catastrophic. In a 
well-run installation a card is rarely 
lost. In any case, it is almost always 
possible to reconstruct an account 
in order to establish the information 
on the lost card. Control proced- 
ures should reveal the loss of the 


card. 


During the course of mechanizing, 
two major problems must be resolved. 
First, product numbers and customer 
numbers, generally numerical, must 
be developed with utmost care so 
that the mechanical arranging of 
cards into various sequences for the 
preparation of reports is facilitated. 


Secondly, the information on source 
documents may have to be revised 
to include all the data needed to per- 
mit the greater analysis of data usual- 
ly desired from a punched card sys- 
tem. 

Subsequently, to encourage maxi- 
mum efficiency in the machine ac- 
counting department, carefully pre- 
pared schedules of work flows should 
be set up. In addition, the machine 
room supervisor should be made re- 
sponsible to a senior executive and 
should submit a report showing actual 
and scheduled dates for the receipt of 
source documents and the completion 
of final reports. The executive should 
initially ascertain that, so far as pos- 
sible, the more important reports are 
scheduled to be completed first. He 
should then see that deadline dates 
on source documents and reports are 
being met. Poor scheduling may lead 
to extra machines being rented need- 
lessly. 

Aside from technical problems, a 
careful education of the staff is need- 
ed to ensure their cooperation in 
making the new system work. Em- 
ployees for the machine accounting 
room are generally selected from 
existing personnel because operation 
of the equipment is not especially 
difficult. If at all possible, the staff 
should be told, for the sake of staff 
morale, that no one will be dismissed. 
Reductions in staff could then result 
from normal turnover. The elimina- 
tion of routine jobs should lead to the 
up-grading of the staff in the long 


run. 


Conclusion 

In recent years there has been a 
growing trend to punched card ac 
counting systems. There are many 


reasons for this. The ever-rising cost 
of clerical labour has made such sys- 
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tems more attractive to management. 
The increasing paper work brought 
about by management’s desire to ob- 
tain more information faster has cre- 
ated data processing problems that in 
many cases have been resolved by 
mechanization. In addition to this, 
punched card equipment has been 
constantly improving in variety, qual- 
ity and speed — new low-cost ma- 
chines are economical even to small 
companies. These underlying factors 
indicate that the trend toward mech- 
anization will continue. 

Machine accounting has come a 


long way since the brilliant Dr. Her- 
man Hollerith developed the first 
punched card system for the United 
States census in 1890. Amplifications 
of the basic punched card system by 
punched tags and punched paper 
tape have greatly extended the pos- 
sibility of processing data mechanic- 
ally. The recently developed com- 
puter, by processing data at in- 
credible speeds, is also having a pro- 
found effect on business. We may 
expect that the exciting new machines 
now on the horizon will ensure still 
greater progress in the future. 








How Appropriate Are “Accounting Principles”? 


Changes in economic and social conditions have had some effect on 
accounting principles and their application, but in this area the accounting 
profession has too often looked backward rather than forward. When a 
relative comparison is made for the last 25 years between improvements in 
accounting principles and practices and the major developments in other 
fields, the former suffer by comparison with the developments in scientific 
research, in production, marketing and distribution methods, and in manage- 
ment techniques during this era of atomic power, electronic computers, jet 
airplanes, colour television and wonder drugs. Accounting principles, as re- 
flected in actual practice, in my opinion, have not kept pace during this 
period with the needs of our democratic, free-enterprise system. 

The suggestion has sometimes been made that the term “accounting 
principles” is misleading and creates the wrong impression, because it in- 
dicates a precision that is not actually present. This term could be changed, 
but there does not seem to be a better alternative, and any substitute that 
would convey the idea that there is less of an authoritative basis for account- 
ing might not adequately serve the desired purpose. While admittedly some 
confusion exists with respect to terminology, the real challenge to our pro- 
fession is not a revision of words or the clarification of definitions but the 
development of underlying postulates and concepts to provide a proper basis 
for the determination of appropriate accounting principles and practices. 

—G. R. Catlett, “Factors that Influence Accounting Principles”, 
The Journal of Accountancy, October 1960 
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Accounting for Price 


|. Some Arguments for and 
Against Adjustments 
R. M. Skinner, C.A. 


“Income, determined by accepted 
accounting conventions, is overstated 
by one-third to one-half. Taxes on 
business income, which are deter- 
mined largely in relation to account- 
ing income, may take 60%, 70%, or 
80% of real income rather than the 
percentage indicated by the nominal 
tax rates. As a result, dividends and 
taxes together often exceed the real 
income of a company, and many com- 
panies today are living on capital 
without realizing it.” These charges 
have been made repeatedly in the past 
15 years. They have been made by 
many economists, businessmen and ac- 
countants, and in some cases are back- 
ed up by impressive research studies. 
They have not, however, gone un- 
challenged. Many accountants deny 
their validity, and still more oppose 
any change in established accounting 
conventions, regardless of the merits of 
the charges. 


Three Criticisms 

Because of the inflationary condi- 
tions of the past 15 to 20 years, three 
general criticisms have been levelled 


Level Changes 


53 


against established accounting conven- 
tions: 

1. Existing inventory accounting con- 
ventions (with the exception of 
the last-in, first-out convention ) 
overstate income, because the 
charge against income for cost of 
goods sold is not computed at cur- 
rent replacement costs, but rather 
reflects costs incurred by the busi- 
ness at some date prior to the date 
of sale, when price levels were 
lower. Because the amount charg- 
ed against income is not equal to 
the outlays required to replace the 
goods sold, the real capital of the 
business will be impaired unless 
some part of the reported income 
is retained to cover such addition- 
al replacement cost. 

Existing fixed asset accounting 
conventions overstate income be- 
cause the depreciation charge 
against income is computed by 
reference to the original dollar cost 
of such fixed assets rather than 
their replacement cost. Once 
again, where replacement costs ex- 
ceed original costs, this means that 
the sums charged against income 
will not be equal to the outlay 
required to replace the assets at 
the end of their useful lives, and 
therefore real capital is impaired 


bo 











unless some so-called earnings are 
retained. 

3. Existing accounting conventions 
give no recognition to changes 
in the purchasing power of money 
assets held by the business, or of 
liabilities owed by it. Under in- 
flationary conditions the same dol- 
lar amount of assets such as cash 
and accounts receivable is worth 
less in terms of purchasing power 
at the end of a year than it was 
at the beginning. On the other 
hand, the same amount of dollar 
liabilities owed by a business will 
take less real purchasing power to 
discharge at the end of a year than 
it would have at the beginning. 
Therefore a business during infla- 
tion suffers a purchasing power loss 
on cash balances held, or assets 
equivalent to cash, but makes a 
purchasing power gain on liabili- 
ties, so that there may be either a 
net loss or gain depending on 
whether the net monetary position 
is positive or negative. 

The last of these criticisms is not 
normally regarded as being as im- 
portant as the first two. In fact, a 
number of writers on the subject 
would exclude losses or gains in pur- 
chasing power of monetary assets from 
the income statement on the grounds 
that it is possible for a business so to 
arrange its affairs that its monetary 
liabilities exactly equal its monetary 
assets, and therefore gains or losses in 
purchasing power of the monetary 
position are not necessarily associated 
with the carrying on of business. 

On the other hand, those who fa- 
vour modification of existing account- 
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ing conventions are almost unanimous 
that adjustments to both depreciation 
and inventory accounting are neces- 
sary to reflect changes in the value 
of money. They do not, however, 
agree on the method by which this 
should be accomplished. Some pro- 
pose basing the charge for deprecia- 
tion, or for goods sold, on the replace- 
ment cost of the assets in question. 
Others would base the charge against 
income upon the original cost of these 
assets adjusted only for changes in 
the general purchasing power of the 
money between the date the assets 
were purchased and the date of the 
income statement. 


Reasons Against Adjustment 


Those who oppose the proposals 
put forward for adjustment of ac- 
counting conventions do so on a va- 
riety of grounds: 

1. The main purpose for which ac- 
counting statements are produced 
is, and always has been, to report 
on the stewardship of manage- 
ment in handling the capital funds 
entrusted to its care. The best 
way to keep such reports unbiased 
is to record in the accounts only 
costs actually incurred in the trans- 
actions consummated by manage- 
ment, and the disposition of such 
costs. This reliance on actual cost 
for general accounting purposes is 
fortified by company law, where- 
in legal capital is defined in terms 
of the amount of money actually 
contributed to the company, and 
not in terms of the real assets 
bought with such money. There- 
fore, in order to keep clear the dis- 


to the Institute of Chartered Accountants of Ontario in 1949, he was a member of the 
C.1.C.A. 1960 Annual Conference Committee and is a member of the Committee 
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tinction between capital which 
legally must be maintained and in- 
come which is legally distribut- 
able, it is necessary to keep the 
accounts so as to reflect the money 
costs actually incurred by the com- 
pany. While it may be true that 
it may not be wise for a company 
to pay out all of its income so de- 
fined, this is a fact to be taken in- 
to consideration in setting finan- 
cial policy, and not one calling for 
a revision in established methods 
of income determination. 


Users of financial statements gen- 
erally understand present account- 
ing conventions and their limita- 
tions and are able to use them with 
confidence. Changes in accepted 
accounting methods would intro- 
duce confusion and_ therefore 
make accounting statements less 
generally useful. In addition, 
many legal or quasi-legal rights 
and obligations now defined in ac- 
counting terms might be affected 
by changes in accounting practice 
which would be confusing, at the 
least, and possibly inequitable. 


All the methods proposed for ad- 
justment of accounts involve a less- 
ening of objectivity and an increase 
in uncertainty. For example, 
many companies adjusted their ac- 
counts in the 1920’s by appraising 
their fixed assets at values substan- 
tially higher than original cost, and 
recording such values on the 
books. These appraisals were often 
supported by the opinions of the 
best of independent valuers. In 
many cases, however, subsequent 
experience proved that these values 
could not be maintained and secur- 
ities issued on the strength of them 
had to go through the wringer of 
reorganizations in the 1930's. To- 
day, it is hoped to avoid some of 


these problems arising out of over- 
optimistic appraisals through the 
use of index numbers for adjusting 
fixed asset accounts. However, 
problems still arise in the choice 
and selection of the index or in- 
dices used. 


4. Some of the methods proposed for 
adjusting accounts improve the sig- 
nificance of the income statement 
only at the expense of a further re- 
duction in the value and signifi- 
cance of the balance sheet. This 
criticism is valid as against the 
Lifo method of inventory valuation 
and various accelerated deprecia- 
tion methods, unless supplemen- 
tary information is given, which, 
in practice, is rarely done. 


5. Specific methods for adjusting ac- 


counts which depend on the substi- 
tution of replacement values for 
historical costs are criticized not 
only on the grounds that such re- 
placement costs may be difficult to 
determine, but also on the grounds 
that such methods still do not re- 
sult in a figure for income which 
will ensure the retention of funds 
within the business for replace- 
ment of fixed assets. This is be- 
cause, under conditions of a stead- 
ily rising price level, a provision 
for depreciation based on replace- 
ment costs today will be inade- 
quate when replacement is actually 
required tomorrow, owing to the 
intervening rise in prices. 


Other Arguments 

Apart from arguments about the 
validity and usefulness of the various 
techniques proposed for adjusting ac- 
counts, both sides to the controversy 
raise arguments of social policy against 
and for the proposed changes. For 
example, it is argued that any changes 
in accounting techniques would re- 
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inforce any inflationary tendency, 
since business generally would tend to 
raise its prices if its accounts showed 
that profits were considerably lower 
than the amounts at which they are 
now stated. Proponents of change 
contradict this assertion. Even if it is 
granted that there might be some 
pressure for higher prices from some 
businesses, it does not follow that this 
would necessarily be inflationary in 
its total effect. A more realistic pic- 
ture of the real level of business pro- 
fits might reduce the pressure of la- 
bour for higher wages, of sharehold- 
ers for higher dividends, and also 
might make expansion appear less at- 
tractive to business itself, thus re- 
ducing the demand for credit. In 
other words, while such development 
might involve a shift in the distribu- 
tion of the national income, this would 
not be inflationary unless business 
tended to spend its increased share of 
the national income faster than its 
former holders. 

Again it is argued that adjusted ac- 
counting methods for reporting in- 
come would be used to bring pressure 
for income tax relief for business, and 
this would be discriminatory in the 
absence of a far-reaching overhaul 
of the income tax system. For 
example, a bondholder pays taxes on 
interest received, even though the real 
value of his bond may be declining 
nearly as much each year as the nomi- 
nal rate of interest. If the basis of 
taxation is to be changed, is he not as 
entitled to relief as is business? 


To this question proponents of ac- 
counting changes reply that account- 
ing methods are one thing, and tax 
policy is another. Methods for deter- 
mination of taxable income are not 
necessarily the same as methods for 
determining accounting income, and 
improvements in the latter should not 





be prevented by considerations of the 
possible effect on the former. 

Other arguments of this nature 
could be cited. Enough has been said, 
however, to indicate that this ques- 
tion of adjusting the accounts to 
reflect changes in the value of money 
is extremely contentious, both in its 
underlying theory and in practical ap- 
plication. Part of the difficulty is 
caused by the fact that the two sides 
to the controversy apply different 
meanings to the same words, and 
therefore argue at cross-purposes. 
Some clarification, therefore, of the 
concepts upon which each side builds 
its arguments will be useful. 


Capital and Income Concepts 

In its essentials the controversy re- 
volves around the concept of “capital” 
and its complement, “income”, and 
the questions: 

1, What are the meanings of the 
words “capital” and “income”? 

2. Does the accounting art faithfully 
portray these meanings in financial 
statements, in particular when it 
displays figures labelled as “net 
income” or “net income for the 
year”? 

The sternest criticisms of account- 
ing methods of income determination 
come from the economists, or from 
others who believe that the econo- 
mists’ concept of income is the “true” 
or the “ideal” concept on which ac- 
counting conventions should be based. 
Most economists would agree, broad- 
ly, with a definition of income as that 
amount that can be spent, distributed 
or otherwise disposed of by an enter- 
prise in a period and still leave it as 
well off at the end of the period as 
it was at the beginning (after making 
the necessary allowances for any cap- 
ital introduced or withdrawn during 
the period). 
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There are two points to note about 
this definition. First, the term “as 
well off’ means as well off in terms of 
purchasing power or command over 
real, physical wealth. Secondly, since 
the determination of income is based 
upon measurement of well being at 
the beginning and end of a period, it 
is essentially a process of valuation. 
And while some assets can be valued 
by reference to prices established in 
the market, other assets held by the 
normal business enterprise, such as 
fixed assets, work-in-process, etc., are 
not in marketable form. Therefore, 
they must be valued by reference to 
the future income anticipated from 
their use. As a result, the whole pro- 
cess of determination of economic in- 
come is very much a matter of highly 
subjective, personal opinion. 


It will be admitted that the econo- 
mist’s definition of income in terms 
of the accretion to real wealth in a 
period is intellectually satisfying. If 
it were possible as a practical matter 
to obtain a valuation of the assets of 
a business regularly, expressed in units 
of measurement of a constant worth, 
there is no doubt that such informa- 
tion would be very useful. In the 
early days of accounting, in fact, state- 
ments were drawn up largely on a 
valuation basis. Even today, when- 
ever a business is to be bought or 
sold, it is essential for the prudent in- 
vestor or prudent seller to value the 
enterprise, even if only in approxi- 
mate terms. As a successful financier 
has said, “I often buy a business on 
the basis of values shown by its bal- 
ance sheet, but I never sell one on that 
basis”. 


Importance of Certainty 

As business has become more com- 
plex, however, realistic valuation of 
its wealth becomes more difficult and 


uncertain, and is completely imprac- 
tical for the purpose of determination 
of periodic income. Accountants 
therefore long ago turned to other 
bases of accounting. Certainty in ac- 
counting became possible through the 
introduction of the convention that 
no increase in the value of assets held 
for sale would be recognized until it 
was realized through sale. Therefore, 
prior to the date of sale assets are 
carried at cost, which is the original 
evidence of their value. In the case 
of assets having a limited life and not 
held for sale, a portion of the original 
cost has to be assigned, by some sys- 
tematic method, to each period in 
their useful life, and this is accomp- 
lished by the charge for depreciation. 
The result is that revenues #rom assets 
sold are associated with the costs of 
assets sold and the other costs of 
carrying on the business, and the net 
difference appears as accounting in- 
come. 

The certainty provided by general- 
ly accepted accounting methods is 
very important to the conduct of 
business. Dividend and other restric- 
tions in trust deeds are defined in 
terms of sound accounting practice; 
prefit sharing, royalty or rental pay- 
t..cateS, and other forms of distribution 
may also be determined by the am- 
ount of income measured by account- 
ing methods; reported income per 
share greatly influences investment 
decisions. For all these purposes a 
consistent method of income deter- 
mination, capable of being measured 
objectively and with certainty is of 
great importance. Indeed in recent 
months there has been considerable 
criticism of accounting principles on 
the grounds that they are too flexible 
and uncertain in their application, and 
too subject to variable individual 
opinion. 

In these circumstances, when ac- 
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countants are confronted with a pro- 
posal for modification of existing ac- 
counting methods, the choice lies not 
between what is “right” and what is 
“wrong”, but rather between two 
methods, each of which is useful for 
certain purposes and less useful for 
other purposes. The choice becomes, 
then, a matter of opinion, which 
makes it all the more difficult to ob- 
tain general agreement. Therefore, a 
duty lies upon all who are concerned 
with the measurement of income to 
think the problem through and arrive 


at a considered opinion. 


A Considered Opinion 
The following are one man’s opin- 

ions: 

1. Accounting statements are drawn 
up to be read, for the most part, 
by people who are not accountants. 


The terminology of accounting 
statements is drawn from every- 
day language, using such words as 


“asset”, “liability”, “net worth” and 
“income”. In these circumstances, 
the meaning which accountants at- 
tach to these words should corres- 
pond as closely as possible with 
the meaning given them by the 
man in the street. If questioned, 
the man in the street would prob- 
ably agree with the economist 
that income is the amount that he 
can dispose of in a period and 
still be as well off at the end of it 
as at the beginning. If, therefore, 
the accountant’s definition of in- 
come differs materially from this 
concept, he can rightly be accused 
of confusing or misleading his 
readers. 


. It is a fact that changes in the 
purchasing power of money do oc- 
cur. Therefore, the accounting 
postulate of stability in the unit 
of monetary value is unreal, and 


accounting conventions based on 
that postulate cannot reflect real 
values, or income, in the sense 
that the word is commonly under- 
stood. If fluctuations in the pur- 
chasing power of money were of 
small extent and truly fortuitous 
in nature, tending to vary about 
a dead centre of value, this un- 
reality in accounting rules would 
be unimportant in the long run. 
However, the authorities, although 
none can be certain, generally 
agree that a long-run, downward 
trend in the value of money is 
more likely than an unbiased 
fluctuation or an upward trend. 
It therefore seems foolish for ac- 
countants to behave as though 
fluctuations are likely to cancel 
out. 


. It will be conceded that any of the 


methods that have been proposed 
for adjusting accounts to reflect 
changes in price levels rest upon 
approximations and therefore con- 
tain some risk of error. The de- 
gree of that error needs to be 
evaluated and compared with the 
error involved in not adjusting 
accounts for changes in the value 
of the monetary unit, and with the 
extra work involved in adjusting 
accounts. 


. There is no doubt, however, that 


if the rate of loss of purchasing 
power of money is fairly great, ac- 
counts prepared under conven- 
tional methods are almost com- 
pletely unsatisfactory, as has been 
shown by experience in some 
other countries. Therefore, even 
though it may not appear desir- 
able to make adjustments to the 
accounts upon existing circumstan- 
ces, the accounting profession 
should still think this problem 
through, and decide what meth- 
ods it would consider the best for 
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adjustment of accounts, if such be- 
came necessary. 


. If adjustments are to be made to 


reflect changes in the purchasing 
power of the dollar, it would be 
valuable to do this in such a way 
that the accounts continue to show 
the results that would have been 
shown under previously existing 
accounting conventions. Thereby 
it would still be possible to ascer- 
tain from the statements the am- 
ount of legal capital, and the in- 
come determined under previous 
accounting rules which is signi- 
ficant for various legal and con- 
tractual obligations. A second de- 
sirable feature of any method for 
adjustment of accounts would be 
certainty in its application. This 
would be one practical reason in 
favour of the use of a general 
price index for adjustment of ac- 
counts, if possible, rather than a 
number of specialized indices. 


. There would undoubtedly be 


serious transitional problems in 
the adoption of new accounting 
conventions to meet this prob- 
lem. Ideally, in order to pre- 
vent confusion, a new convention 
should have general acceptance, 
be formally adopted by the recog- 
nized professional accounting so- 
cieties and be introduced in fi- 
nancial statements, at least of 
those businesses that publish their 
accounts, over a relatively short 
period. However, in any proposal 
so controversial as this and so sub- 
ject to individual opinion, there is 
no hope of gaining unanimity in 
any short period of time since 
there is no accounting legislature 
that will promulgate or inter- 
pret accounting conventions to 
the satisfaction of all. Therefore, 
changes to accounting statements 
to reflect price level fluctuations 
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will necessarily be introduced 
piecemeal, if at all. In these cir- 
cumstances there would seem to 
be considerable merit in the pro- 
posal that information required to 
adjust the accounts for changes in 
the value of money be given as 
supplementary information to the 
statements published in conven- 
tional form. In this way, the in- 
formation that is required from 
conventional accounting _ state- 
ments could be obtained, while 
those who were interested in 
modified statements would have 
them also available. 


. In short, progress in solving this 


problem will depend on develop- 
ment somewhat along the follow- 
ing lines. Accounting societies 
should study the problem of ac- 
counting for changes in the value 
of the monetary unit and suggest 
the techniques for modifying con- 
ventional accounting statements 
or presenting supplementary data 
that seem most certain in ap- 
plication and most suited to meet 
the general problem. Business- 
men should also study the prob- 
lem, see how the _ techniques 
suggested work out when applied 
to their business, and publish the 
additional information in their re- 
ports, if it seems useful, along 
with explanations of the bases in 
which it is drawn up. With suit- 
able explanation, there seems no 
reason why the auditors of a busi- 
ness should not give an opinion 
upon the general validity of such 
data. With trial and experimenta- 
tion, experience will indicate the 
usefulness of these attempts. If 
they prove useful, the time may 
come when it is possible to merge 
conventional accounting _ state- 
ments and adjusted accounting 
statements in one, in order to 














eliminate a possible source of 
confusion. Much work, however, 
lies ahead, before that goal is 
attainable. 


2. An Appraisal of 
Theoretical Techniques 
W. B. Coutts, C.A. 


This paper, as the title suggests, 
will discuss and evaluate some of 
the proposals which have been made 
for dealing with the problem of ac- 
counting for price level changes. It 
will not, however, deal with any 
specific proposals separately or in de- 
tail since they all have at least a 
few features in common and most 
of them deal with only one part of 
the problem. They do not, in other 
words, provide a complete, integrat- 
ed system but cover only some limit- 
ed aspect of the problem such as 
inventory valuation or depreciation, 
despite the logical impossibility of 
dealing with assets apart from liabili- 
ties or with income separately from 
net worth. Because of what seems to 
be the inherent illogic of such partial 
approaches, the techniques of adjust- 
ing for price level changes will be 
dealt with in very general terms, and 
specific problems will be discussed 
only in a few cases where it seems 
necessary. 


The importance to the question un- 
der discussion of the concept of in- 
come and its relation to capital is 
generally recognized. The dispute is 
basically between the view held by 
accountants to the effect that the cap- 
ital is a specified number of dollars 
and the preservation of capital means 
the preservation of that number of 
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dollars and that held by economists 
to the effect that “capital” represents 
a specified quantity of goods or ser- 
vices, in short, a given amount of 
“economic power”. The significance 
of this dispute is hidden as long as 
the value of money remains constant 
since the capital in monetary terms 
will continue to represent the same 
amount of economic power. If, how- 
ever, the value of money itself has 
changed, the capital in terms of eco- 
nomic power will differ from the 
monetary capital. Obviously, then, 
the amount of income — the excess of 
net worth over capital — will also 
differ depending on which view of 
capital is applied. In times of de- 
clining money values, the income 
computed by the use of “fixed dol- 
lar” capital will differ from that pro- 
duced by applying “economic” capi- 
tal. This difference represents what 
might be called the “inflation profit” 
—the portion of the apparent increase 
in net worth which is due to the de- 
cline in the value of the dollar ra- 
ther than to an increase in “economic 
power”. It is the elimination of this 
“inflation profit” which is the object 
of the proposals under discussion. 


When income is measured by a 
simple comparison of net worth, the 
elimination of the “inflation profit” 
seems easy; it involves nothing more 
than the conversion of the opening 
net worth into its equivalent in terms 
of year-end price levels. This, in turn, 
means in practice, the conversion of 
the opening values for assets and lia- 
bilities into their equivalent in terms 
of year-end price levels. 


An Illustration 
This can best be illustrated by a 
simple example. In this example a 


situation is assumed in which an orig- 
inal capital of $100 is all invested in 
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tangible assets. It is assumed further 
that at the end of the year the assets 
were all sold for $300 so that net 
worth will have increased by $200. 
Under the conventional accounting 
approach this $200 will all be in- 
come. 


If, however, the value of money is 
known to have declined in the period, 
it is obvious that some part of the 
income will represent a change in 
the value of money rather than a 
relative increase in the exchange 
value of the assets themselves. By 
applying the “economic” concept of 
capital it can be determined that at 
the end of the year the purchasing 
power of the original capital of $100 
would be equivalent to $200. In 
other words, it would take two hun- 
dred depreciated dollars at the end 
of the year to obtain the same gen- 
eral quantity of goods or services as 
was obtained for $100 at the begin- 
ning of the year. By comparing the 
closing net worth of $300 with the 
adjusted capital of $200, the portion 
of the profit not due to inflation can 
be determined to be $100. 


From this, it would appear that in 
order to eliminate the inflation pro- 
fit alone, it would only be necessary 
to re-value net worth at the end of 
the period in terms of the then cur- 
rent money values. Unfortunately, a 
little further consideration reveals 
that this is not the case if all of the 
assets are not sold during the period. 


This can be seen if it is assumed, 
in the above example, that only one- 
half of the assets had been sold by 
the end of the year. In this case the 
conventional accounting net worth 


would be $200. The comparison of 
this figure with the opening net 
worth of $100 would produce a con- 
ventional profit of $100. The elim- 
ination of all of this profit by the use 
of an opening net worth expressed in 
current dollars would clearly be in- 
appropriate, and yet the income ob- 
viously includes some inflation pro- 
fit as well as some real profit. Fur- 
ther consideration of this example 
shows that the trouble arises from the 
failure, under these circumstances, to 
record all of the inflation profit and 
that to obtain a reasonable result, 
we must recognize the increase in 
the value of the unsold assets in order 
to offset the increase recorded in net 
worth. 

The use of current market values 
for this revaluation would involve the 
inclusion in income of amounts rep- 
resenting fortuitous relative or speci- 
fic price changes. Such profits or 
losses, being unrealized, would not 
normally be included in accounting 
income. It, therefore, seems neces- 
sary, unless we are prepared to 
change the generally accepted prac- 
tice with regard to unrealized profits, 
to find a method for segregating the 
general or inflation price changes 
from the specific or relative ones. 

The usual method suggested in- 
volves the use of “adjusted historical 
cost” rather than market value to re- 
value the assets. This figure, obtain- 
ed by converting original cost to its 
equivalent in terms of current money 
values, reflects what the market value 
would be if no change had taken 
place in price levels except general 
ones due to changes in the value of 
money. 
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If this procedure is applied to the 
example, the asset values become 
$250 — $100 of cash representing the 
sale price of half the assets and $100 
representing the “adjusted historical 
cost” of the $50 of unsold assets. 


This example has been simplified 
by assuming that income would be 
determined by comparing net worth 
at the begining and end of a period. 
In actual practice, of course, this 
would not happen. The method sug- 
gested, however, will be equally ap- 
propriate under a more complex sit- 
uation in which income is computed 
directly. All that is required is to 
adjust the values of those costs charg- 
ed to operations in the period to the 
appropriate year-end equivalent, to 
adjust in the same way the costs not 
charged to operations but carried for- 
ward in the balance sheet, and at the 
same time to convert the opening 
balance of equity into its year-end 
equivalent. The result will be a pro- 
fit figure which will differ from the 
conventional accounting one only in 
the exclusion of the inflation profits. 


It should be noted also that while 
the effect of the adjustment proposed 
in the case of what might be called 
“non-monetary” assets is to offset the 
increase in asset value against the in- 
crease in net worth so that no profit 
or loss is recognized, the reverse is 
the case with monetary assets, that is, 
those that represent a specific number 
of dollars rather than a stock of goods 
or services. If the company in the 
illustration, for example, had retained 
its original capital in cash, its net 
worth at the end of the period would 
have remained unchanged at $100 
while the capital would have been 
adjusted to $200 and the loss of $100 
in real purchasing power would have 
been recorded. 

Some special consideration needs to 


be given to the effect of this proced- 
ure on fixed assets, since the special 
problems of fixed asset accounting 
make it harder to see the exact effect 
of the adjustments. 


Depreciation Accounting 
Some insight into the nature of 

depreciation and the effect of restat- 
ing it in terms of current values or 
adjusted original values can be ob- 
tained by considering briefly the 
economist’s approach to depreciation. 
The economist, unlike the accountant, 
normally looks to the future for his 
guide to values. He regards past 
costs or sunk costs, as irrelevant and 
insists that the cost of using an asset 
for a year can best be computed by 
computing the reduction in poten- 
tial value that takes place during the 
year. In theory, in a perfectly func- 
tioning economy, the potential future 
value of a productive asset would be 
its market value. If this were the 
case, the depreciation for the year 
could be computed by measuring the 
decline in market values since this 
would reflect the decline in future 
productive value and thus would pro- 
vide a reasonable measure of the cost 
of the productive value used up dur- 
ing the year. Since this is, in essence, 
what accountants are trying to meas- 
ure by means of depreciation ac- 
counting, it is useful to consider why 
the results are not the same and 
whether this reflects a deficiency in 
accounting depreciation. 

It appears that the differences are 
due to several complicating factors. 
These are: 

1. The changes in specific or relative 
market values due to extraneous 
factors such as imperfections in 
the market, changes in relative 
values of the product and of the 
factors of production, technologi- 
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cal change and changes in the 
public demand for the product. 

. Changes in the general level of 
market values due to changes in 
the value of money itself. 

. Variations between the pattern of 
actual decline in productive value 
and the routine amortization of 
cost through depreciation. 

The first difference, the exclusion 
from accounting income of specific or 
relative changes in the market value 
of fixed assets, is done deliberately 
and usually with full recognition of 
its significance. This difference need 
not, therefore, be regarded as a seri- 
ous defect in accounting income. As 
was pointed out above, the use of cur- 
rent market value would involve the 
recognition in income of these ele- 
ments of fortuitous or specific market 
fluctuation. The use of adjusted his- 
torical cost, on the other hand, pro- 
duces a value for the asset and for the 
depreciation charge which reflects 
what the market value presumably 
would be if no changes in market 
values had taken place other than 
those due to inflation. This does not 
mean, unfortunately, that the use of 
conventional depreciation methods 
adjusted for price level changes will 
produce a measure of the productive 
value used during the period. The 
variation between actual declines in 
future productivity and straight line 
depreciation are too great. If, how- 
ever, the accepted view of deprecia- 
tion is abandoned and its similarity 
to rent is recognized by calculating 
it with due regard to the time cost of 
money, the decline in net asset value 
will begin to conform to reality. This, 
however, is also another problem not 
immediately related to the problem of 
accounting for price level changes. 

Other problems in connection with 
fixed asset accounting can be dealt 


with fairly quickly. First, it should be 
pointed out that the use of adjusted 
historical cost does not obviate the 
need to review fixed assets in the 
light of market conditions and to re- 
cognize by appropriate write-offs any 
significant and permanent loss in pro- 
ductive value due to changes in tech- 
nology or public taste. Secondly, 
since there is no intention of provid- 
ing funds, no adjustment needs to be 
made for past or future changes in 
value. The historical cost adjustment 
aims to record the current cost in 
current terms. The fact that past de- 
preciation charges are less than they 
would now be or that future ones 
may be greater does not affect the 
current year’s figures. Any suggestion 
that depreciation charges are some- 
how related to the problem of finan- 
cing future replacements seems to 
ignore so many other factors involved 
in this question that it cannot really 
be seriously considered. In any case, 
the adjusted historical cost method, 
by measuring the wasting of real cap- 
ital due to inflation, gives manage- 
ment the information it needs to plan 
future financing. 


Use of an Index 


In the above section the actual con- 
version of costs into historical costs 
has been treated as if it were compar- 
atively simple. In practice, of course, 
the choice of a suitable rate creates 
considerable difficulty and differences 
of opinion. Essentially, the difference 
lies between those who advocate the 
use of specific price indexes and those 
who recommend the use of a general 
index. The first group maintains that 
to adjust the historical cost of build- 
ings, for example, the building index 
should be used and for machinery a 
machinery price index. It must be 
recognized, however, that the use of a 
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specific index will produce a figure 
which will approximate the “replace- 
ment cost” of the item in question. 
It will thus reflect not only the 
changes in the value of money itself 
but also changes in relative value due 
to market fluctuations, technical 
change and so on. The use of such a 
figure as the basis for determining in- 
come will, therefore, produce an in- 
come figure which will be closer to 
“economic” income than to account- 
ing income adjusted for inflation. If 
it is desired to exclude the “unreal- 
ized” profits or losses due to changes 
in relative market values and other 
non-inflation items, an index which 
reflects only changes in the value of 
money must be used. 


There is, of course, no actual “value 
of money” index available, at least in 
this country. A “general” index, how- 
ever, because it represents weighted 
averages of different price changes, 
tends to neutralize the relative mar- 
ket fluctuations and to reflect only 
the basic change in money values. 


Some theorists have advocated the 
use of the wholesale price index on 
the grounds that the items included 
represent normal “business goods” 
weighted in a business way whereas 
the consumer price index is related 
not to business purchases and sales 
but to private family consumption. It 
is doubtful if this argument is valid. 
The wholesale price index, although 
fairly broadly based, is, because it is 
restricted to trading commodities, 
subject to general fluctuations in level 
which are related not to the value of 
money but to general economic activ- 
ity. 

It would appear that, in general, 
the more widely based the index, the 
better it will reflect changes in money 
values rather than changes in the 
relative values of one or two com- 


modities. The consumer price index 
is thus recommended by many 
authorities as the most appropriate. 
Since it measures the changes in pur- 
chasing power of a private consumer 
it presumably measures changes in 
that purchasing power. This index is 
thus used as the measure of changing 
money values more frequently than 
any other. It is, however, subject to 
some criticism because of its weight- 
ing. It does deal with only a small 
portion of the total economic activity 
—it emphasizes food, clothing and do- 
mestic shelter while it ignores pro- 
ductive equipment and facilities. 
Fortunately, there is available an 
index computed on the broadest pos- 
sible base. This is the “gross national 
expenditure implicit price index”. 
This index is the one used to express 
gross national expenditure and gross 
national product in constant dollars. 
It, therefore, takes all classes and 
types of expenditure into account. 
Each class is weighted in accordance 
with its actual place in national 
spending patterns so that all fortuit- 
ous or relative price changes will can- 
cel out leaving only actual changes in 
the value of money to affect it. At 
the present time, unfortunately, this 
figure is not published with the same 
frequency as the consumer index. 
This deficiency, however, would un- 
doubtedly be remedied if it became 
known that business needed the 


figure. 


Use of “Replacement Cost” 

Before concluding, something must 
be said about the proposals which are 
made from time to time for the use 
of “replacement cost” as the bases 
for eliminating the effect of inflation. 
In those cases where the term “re- 
placement cost” is used to mean cur- 
rent replacement cost, or in other 
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words, current market value, the use 
of this figure would be subject to the 
same objections as the use of current 
market, namely, that it involves the 
recognition of unrealized profits or 
losses resulting from specific or rela- 
tive price changes as well as those 
arising from changes in the value of 
the dollar. 


If replacement cost is used to mean 
the costs to be in effect at the ulti- 
mate date of replacement in the 
future, it will involve the recognition 
of profits and losses of this type as 
well as inflation profits which are not 
only unrealized but have not even 
occurred. It seems very doubtful if 
any significant income figure for the 
current year can be developed by 
taking future activities into account. 
However important it may be for a 
firm to plan the financing of its future 
capital expenditure, it is hard to be- 
lieve that a charge to provide for such 
future needs is a legitimate factor in 
the computation of current income. 


The conclusions to be drawn from 
the above seem to be: 


1. The use of “replacement cost”, in 
the sense of current market, as a 
basis for adjustment to the ac- 
counts will bring in the effect of 
fortuitous or relative price levels 
as well as those due to changes 
in the value of money. 


2. The use of historical cost adjusted 
for changes in the value of money 
will permit the elimination of in- 
flation without their disturbing 
side effects. 


3. The use of a general price index 


produces a more satisfactory re- 
sult than the use of a specific 
index since such indices come 
closest to eliminating the effects 
of relative or fortuitous price 
changes. 


4. The use of “replacement cost” in 
the sense of future costs cannot 
be justified on any grounds but 
financial expediency. 


3. Recent Accounting 
Developments 
R. D. Thomas, C.A. 


We have been fortunate in Can- 
ada not to have experienced the 
dramatic changes in the purchasing 
power of our currency that has been 
the case in many countries. Possibly 
this is one of the reasons why there 
has been no strong pressure for our 
financial statements to take cogniz- 
ance of fluctuations in the value of 
the dollar. This is not to say that 
there has been no pressure. In the 
anniversary lecture of the Quebec In- 
stitute delivered in November 1959 by 
Mr. Donald Gordon, the speaker call- 
ed for an assessment of the situation 
and a definite statement of the views 
of our profession. Similarly, Eric 
Kierans, president of the Montreal 
Stock Exchange, has indicated the 
need for thorough examination of the 
implications inherent in our present 
approach. 


Our profession has not shown itself 
unable or unwilling to change its 
postulates where there has been a 
proven need or altered circumstances. 
Part of the value of a review of what 
has been done in other countries is 
the stimulus provided for assessment 
of our own circumstances to deter- 
mine whether there is yet a need for 
a change in our thinking. 


What Has Been Done? 


In summarizing some of the at- 
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tempts that have been made to have 
accounting statements reflect chang- 
ing money values, it will be necessary 
to deal with other countries; for, 
without overstating the facts, it can 
safely be said that in Canada very 
little has been done. 

There appear to be three major 
methods used in the approaches that 
have been made to this problem: gov- 
ernment acton, action by individual 
companies, and research. The first 
two have produced changes in some 
published financial statements, the 
last has restated some published 
statements to reflect changing money 
values. 


Government Action 

Generally, government action was 
necessary for at least two reasons in 
most European countries: 

1. Two world wars made large-scale 
rebuilding of physical plant and 
equipment necessary. Hence gov- 
ernments had to encourage their 
industries to invest large sums in 
renewal and modernization. 
Rapid internal inflation made such 
rebuilding programs difficult. 

Most governmental action took the 

form of providing tax incentives for 

investment in new capital assets. 

These incentives were given in many 

ways, the two most common being: a 

system of tax-free reserves and what 

was termed “revalorization”, that is, 
the writing up of fixed assets on the 
basis of a general price index, usually 
prescribed by the government. 
Governmental action will not be 
discussed further here since actions 
taken by individual governments 
were very often dictated by motives 


to 


quite different from what might be 
termed “good accounting practices”, 
and the methods used were often 
blunt, particularly when applied to 
the accounts of an individual enter- 
prise. 


Action by Individual Companies 
Philips Company 

For supporters of the replacement 
value theory for the calculation of in- 
come and capital, there have been 
some major “break-throughs” in pub- 
lished financial statements. Probably 
the most concerted attempt in this re- 
gard is the treatment given in its 
financial statements by the Philips 
Company, a large international in- 
dustrial company with headquarters 
in Eindhoven, The Netherlands. The 
company constantly reviews its assets 
and costs and revalues, by means of 
index numbers, those for which sig- 
nificant price changes have occurred. 
These index numbers are built up by 
a pooling of the experience of the 
purchasing, personnel, costing and 
economic analysis departments. 

In dealing with fixed assets, the 
company maintains fixed asset ac- 
counts at replacement values, accum- 
ulated depreciation accounts at re- 
placement values, and _ revaluation- 
surplus accounts. If a price increase 
occurs, the fixed asset accounts at 
replacement value are increased and 
the fixed asset revaluation-surplus ac- 
counts are credited with the increase. 
An increase in the charges for depre- 
ciation is also calculated to allow for 
the new price level. 

If the price level of a fixed asset de- 
creases, the reverse procedure is used, 
provided the company has firmly 
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established that the decrease is the 
result of a change in price level and 
not from other economic or technical 
reasons. In the latter cases, the de- 
crease would be charged to opera- 
tions and not to the revaluation-sur- 
plus accounts. Should a revaluation- 
surplus account become exhausted as 
a result of charges due to price de- 
creases, then the adjustment of the re- 
placement value would be charged to 
operations since the company does 
not allow revaluation accounts to 
show debit balances. 


In a similar fashion the index num- 
bers are absorbed into the inventory 
accounts to reflect changing standard 
prices. However, in dealing with 
goods manufactured in its own plant, 
a further refinement has been adopt- 
ed by Philips. With these goods, 
there is the possibility that the trend 
in prices has also been affected by 
changes in technology and efficiency 
in the company’s plants. For example, 
an improvement in efficiency would 
have a retarding effect on an increase 
in price levels. The element of price 
decrease resulting from increased 
efficiency is charged to operations 
and not to a revaluation-surplus ac- 
count. 


In accordance with the accounting 
principle that only realized profits are 
to be reflected in the accounts, in- 
ventories are never revalued above 
the amounts at which they can be 
sold at a profit. 


Imperial Chemical Industries Ltd. 
An interesting example of another 
treatment in dealing with this prob- 
lem is that revealed in the financial 
statements of Imperial Chemical In- 
dustries Limited. In 1950 the com- 
pany wrote up the values of its depre- 
ciated fixed assets and adjusted its 
annual profit figures accordingly. The 


value of the fixed assets recorded in 
the balance sheet is the depreciated 
current cost having regard to the age 
of each asset, not the full cost of re- 
placing the asset as new. This depre- 
ciated current cost was computed by 
engineers and accountants in collab- 
oration. 


In accordance with the British 
practice of crediting depreciation pro- 
vided’ direct to the asset accounts 
rather than to separate accumulated 
depreciation accounts, ICI wrote up 
its capital asset accounts as at Jan- 
uary 1, 1950 to the computed depre- 
ciated currrent cost as at that date. 
The credit arising from the revalua- 
tion was credited to a capital reserve. 
The total of £96,000,000 represented 
more than 100% of the original cost 
of the assets. 


As part of the accounting and engi- 
neering studies necessary for this re- 
valuation, a careful analysis was made 
of the length of the useful life of 
each separate classification of plant 
and equipment. Annual depreciation 
could then be calculated separately 
for each item by dividing the new 
present value of the plant and equip- 
ment by the number of years of use- 
ful life remaining. 

To assist in retaining funds for re- 
placement of the difference between 
the values of the assets in their new 
and their used condition, the com- 
pany decided to supplement the de- 
preciation charge computed on the 
new basis by an additional reserve to 
be built up by appropriating out of 
profits each year an extra amount as 
appeared desirable on the informa- 
tion available. In 1950 the amount 
appropriated was £5,000,000, credited 
to capital reserve as a reserve for ob- 
solescence and replacement of assets. 
At the end of 1957 this reserve had 
risen to £50,000,000. Unfortunately, 
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beginning in 1958 this reserve was 
not separately identified from other 
general reserves of the company so 
that it is impossible to determine the 
up-to-date figures. 


It is interesting to note that in 
1958 the company again revalued 
some of its fixed assets, which had an 
original cost of £259,000,000, and as 
a result there was a further credit 
to its surplus on revaluation of nearly 


£67,000,000. 


These entries indicate the effect of 
inflation on the position as reflected 
by the annual statements. The con- 
solidated profit and loss account at 
Imperial Chemical Industries Limited 
and its 93 subsidiaries for the year 
ended December 31, 1949, contained 
a charge of only £6,600,000 for de- 
preciation, whereas the charge for the 
following year was £8,700,000, an in- 
crease of over £2,000,000, or about 
30%. 


United States Steel Corporation 

Another example of individual 
company action was that of the 
United States Steel Corporation 
which, in 1947, made an extra charge 
against profit of $26,300,000 to “cover 
replacement cost”, and a note to the 
accounts said: “The added amount is 
30% of provisions based on original 
cost, and is a step towards stating 
wear and exhaustion in an amount 
which will recover in current dollars 
of diminished buying power the same 
purchasing power as the original ex- 
penditure . . . the 30% was deter- 
mined partly through experienced 
cost increases and partly through 
study of construction cost index num- 
bers.” 

Throughout the first three-quarters 
of 1948 the company continued to 
make a charge for additional replace- 
ment cost at the increased rate of 


60%. However, at the year end, ap- 
parently as a result of action by the 
Securities and Exchange Commission 
and the American Institute of Cer- 
tified Public Accountants, the com- 
pany changed to accelerated depre- 
ciation while still affirming _ its 
conviction of the correctness of its 
former position. 

It would appear that the steel in- 
dustry still believes that the stand of 
U.S. Steel was correct, for a press 
release in December 1959, explaining 
the industry’s position in its industry- 
wide steel strike, stated as follows: 

“The industry's contention was that 
under conventional accounting, de- 
preciation is calculated based on the 
original dollar cost, and that this is 
inadequate because it fails to give 
effect to the tremendous change that 
has taken place in the purchasing 
power of the dollar, as a result of 
which it would cost many more dol- 
lars today to replace the plant than 
were originally spent. The industry 
maintains that realistic profits should 
be figured by reference to replace- 
ment figures. On that basis the indus- 
try’s profits are one-half of what the 
financial statements show.” 


Research 


A valuable study by Professor R. C. 
Jones was published in 1955 by the 
American Accounting Association. 
Professor Jones took the financial 
statements of four U.S. companies: 
the New York Telephone Company, 
Armstrong Cork Company, The Reece 
Corporation, and Sargent & Com- 
pany, for years ranging from 1940 
to 1952 for the New York Telephone 
Company and 1929 to 1952 in the 
case of the Sargent Company and re- 
stated them in constant-value units. 
It was necessary to restate all figures 
in terms of constant-value units, and 
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the units used by Professor Jones 
were 1951 dollars as adjusted by the 
Consumers’ Price Index of the U.S. 
Bureau of Labour. Using the New 
York Telephone Company’s deprecia- 
tion for 1946 as an example, the 
amount recorded in the accounts was, 
in round figures, $28,000,000. The 
amount, according to a statement, ad- 
justed fully for the years of acquisi- 
tion of the fixed assets was $47,000,- 
000. The latter amount, however, is 
expressed in December 1951 dollars 
and therefore could not be compared 
with the $28,000,000 which must be 
presumed to consist of 1946 dollars 
since it is deducted from the 1946 re- 
venues. Professor Jones made the 
adjusted and book depreciation 
figures comparable by multiplying 
the book figure by a factor, 1.356, 
representing the purchasing power of 
the 1946 dollars in terms of the 
December 1951 dollar. This indicated 
that the book depreciation converted 
directly into 1951 dollars was $38,- 
000,000 which could be compared 
with the $47,000,000 representing the 
adjusted depreciation computed in 
constant-value units by years of origin 
and expressed in December 1951 
dollars. Thus a deficiency of ap- 
proximately $9,000,000, or almost 
19%, is disclosed when all amounts 
are measured in dollars of the same 
size. 


An important figure in public 
utilities is the return on investment. 
According to the book figures, the 
New York Telephone Company 
earned an average of 6% from 1946 
to 1952. However, if these figures are 
adjusted to reflect the declining value 
of the dollar, the average return on 
investment was only 3% for this 
period. 

Equally dramatic differences are 
disclosed in comparing the results 


of operations of the Armstrong Cork 
Company which had an average earn- 
ing rate on investment for the years 
1941 to 1951 of 8.8% as indicated in 
the published statements. If these 
published figures are adjusted for 
price level changes, the average rate 
of return falls to 4.5% since the ad- 
justed net earnings were only $59,- 
000,000 as compared to net earnings 
as shown on the statements of $92,- 
000,000. In this same period, Arm- 
strong Cork paid income taxes at the 
rate of 47% of net income using the 
published figures but 58% of net in- 
come using adjusted figures. The com- 
pany, according to its published state- 
ments, paid out 56% of its net earn- 
ings in dividends; the adjusted figures 
indicate that it paid out 89% of its 
net earnings to its shareholders. 


While the above results are an im- 
pressive indication of the corrosive 
effects of inflation, they are not un- 
expected since the 10-year period 
covered was one of consistent infla- 
tion. The case study of Sargent & 
Company is the only one of the four 
that covers years of both deflation 
and inflation. For this company the 
net loss in the deflationary years, 
when computed in dollars of uniform 
purchasing power, was only half as 
large as the net loss as computed in 
historic dollars; for the inflationary 
period the net income was less than 
a third as large as that computed in 
historic dollars. In the deflationary 
period depreciation actually charged 
was approximately equal to deprecia- 
tion measured in uniform dollars 
while in the inflationary ten years it 
was nearly $1,000,000 less than de- 
preciation measured in uniform dol- 
lars. 


Similar differences are reported in 
the study of the Reece Corporation. 
An interesting result of this case 
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study, however, is that in its 72nd 
annual report for the year ended 
December 31, 1953, this company, 
using data gathered in Professor 
Jones’s price level study, presented an 
analysis of its capital and income 
measured in dollars of uniform pur- 
chasing power. It would appear to be 
the first U.S. company to include such 
information in its annual report. 


Conclusion 

It is hoped that this brief résumé 
of what some companies and coun- 
tries have done about the problem of 
accounting for different values of 
the money in which financial state- 
ments are expressed has given an in- 
dication of what can be done. To 
those who say that our financial state- 
ments in Canada should reflect 


changing price levels, the answer can 
be given that the changes in our dol- 
lar have not been sufficiently severe 
to warrant adding the subjective com- 
plications that would be required. To 
those who raise these objections, an- 
swer can be given that with intel- 


ligence and experience the subjective 
elements in the problem can be re- 
duced to a body of accepted prac- 
tices no different from those with 
which we now deal. It is more than 
time for the Canadian accounting 
profession to study this problem in 
depth and, whatever its conclusions 
may be, express itself on this issue. 


In the absence of any pronounce- 
ments or “generally accepted prin- 
ciples”, those companies interested in 
pursuing this matter in presenting 
their financial information, either for 
internal or external purposes, might 
take a leaf from Professor Jones’s 
study and produce both historical 
cost statements and comparative re- 
sults with statements adjusted for 
differences in the purchasing power 
of the dollar. Their experience would 
be valuable in the profession’s search 
for a pronouncement and, if one or 
two large companies took the lead, 
might also solve the problem of 
whether this method of accounting 
can ever become “generally accept- 
ed” in Canada. 
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DISCLOSURE IN FINANCIAL 
STATEMENTS 


A large part of the effort of profes- 
sional accounting bodies, in Canada 
and elsewhere, is devoted to the study 
of “standards of disclosure”. This 
emphasis on the need for using finan- 
cial statements as a means of disclos- 
ing information, rather than conceal- 
ing it, is a natural and proper one for 
bodies whose primary concern is the 
fairness of management reports to 
corporate shareholders. There is no 
doubt that a great deal of good has 
come from the increased attention 
paid to this subject in recent years, 
and that a closer conformity to exist- 
ing standards would eliminate most 
of the remaining causes for complaint. 
There is, however, substantial evi- 
dence that there exists a continuing, 
more basic dissatisfaction which 
would continue even if all current 
standards were met. 

As these basic dissatisfactions are 
very general in nature and reflect a 
vague feeling that financial state- 
ments could be more useful, specific 
suggestions or proposals for further 
improvement are unlikely to come 
from the users themselves. This fol- 
lows naturally from the fact that the 
increasing complexity of accounting 
problems has reduced the number of 
users who can understand the diffi- 
culties involved well enough to sug- 
gest specific, practical solutions. The 
accounting profession, therefore, al- 
though it must not ignore the evidence 
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of user dissatisfaction, must make its 
own analyses of the problems and 
propose its own solutions. This 
means that if improvement in finan- 
cial reporting is to continue, account- 
ants must give more consideration to 
the real needs of different classes of 
users and make a greater effort to 
evaluate present and proposed prac- 
tices in the light of these needs. 


This idea is by no means new. 
Accountants have always recognized 
the needs of the user as one of the 
criteria by which financial reports 
should be judged. It is not so cer- 
tain, however, that this standard is al- 
ways applied carefully and consist- 
ently or that the real needs of users 
have always been precisely evaluated. 
In fact, present inconsistencies and in- 
adequacies in financial reports sug- 
gest that in many cases the real ob- 
ject of the reports has been over- 
looked. 

As an illustration of the way in 
which a reconsideration of the pur- 
pose of financial statements can give 
new insights into problems of dis- 
closure and provide a consistent basis 
for the evaluation of existing and pro- 
posed practices, an analysis of some 
current problems has been prepared. 
This analysis should not be regarded 
as official or even complete since it 
represents only one possible approach 
to a problem on which there seems to 
be little agreement. In the same way, 
none of the proposals discussed 
should be regarded as anything more 
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than tentative subjects for discussion. 
It is hoped, however, that the rather 
extreme nature of some of the dis- 
closures advocated will at least direct 
new attention to the unresolved prob- 
lems. 

It is assumed in the discussion 
which follows that the needs of both 
present and prospective investors are 
essentially the same, since the deci- 
sion to hold or sell must be based on 
the investor’s appreciation of future 
prospects in exactly the same way as 
the decision to invest in the first 
place. If this is the case, it then fol- 
lows that the primary need of users 
of published financial statements must 
be for data on which reasonable fore- 
casts can be based. In the following 
sections the implications of this view 
of financial reporting on the state- 
ments are discussed. 


The Income Statement 

One of the few figures which both 
investors and accountants seem to 
agree are needed but which is not 
usually available is the sales figure. 
It cannot be denied that this figure 
is an essential minimum of disclosure, 
and it is difficult to understand why 
sO many companies refuse to disclose 
it. A further consideration of the 
basic use to which this figure is to be 
put, however, suggests that, in itself, 
a dollar figure of gross sales will not 
help particularly. No one can draw 
intelligent conclusions from a change 
in dollar sales volume without know- 
ing whether the change is due to a 
change in price or a change in quan- 
tity. It, therefore, seems to be es- 


sential to provide some means for 
segregating these two factors. In 
some situations this can be done by 
providing figures in terms of physical 
volume as well as dollar volume. In 
many situations, however, this will 
not be practical and a more indirect 


method of disclosure will have to be 
used; for example, a figure for sales 
at last year’s prices can be provided, 
or the approximate weighted average 
percentage change in selling price 
might be quoted. 


Even this degree of disclosure will 
not be adequate if the company’s 
product lines are very diverse or if 
they consist of several different 
classes of product. In the former 
case it may often be impossible to 
do more than distinguish changes 
in revenue due to actual changes in 
price from those due to changes in 
product mix. In the latter case, how- 
ever, a proper evaluation of prospects 
would require the provision of sep- 
arate revenue figures for each of the 
main classes of product. If this in- 
formation were given in all relevant 
cases, the analyst would be able to 
make reasonable forecasts in a way 
not now possible even in the minority 
of cases which give total sales figures. 
Although it may be argued that the 
provision of general data for the in- 
dustry as a whole is not the responsi- 
bility of an individual management, 
no doubt such information is very 
helpful in those cases where it is now 
made available. 


Since the principle object of the 
average investor's forecast would be 
the net profit figure, the provis- 
ion of the sales figure alone would 
not be sufficient. It is, therefore, ra- 
ther surprising to find very little criti- 
cism of the present methods of report- 
ing expenses. It is true that the ad- 
vocates of “direct costing” emphasize 
the need for dividing expenses into 
fixed and variable categories. They 
have not, however, given much con- 
sideration to the problems of disclos- 
ing these results in published ac- 
counts. A discussion of the merits or 
demerits of the direct costing pro- 
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cedure is outside the scope of this 
article. It is, however, unnecessary 
to accept the direct costing approach 
to inventory values in order to recog- 
nize the importance of this classifi- 
cation to the forecasting procedure. 


No matter how detailed the rev- 
enue figures and how careful the 
revenue projections, no reasonable 
estimate of net profit can be prepared 
unless the relationship between costs 
and volume can be determined. Even 
in those companies which are not in 
a position to segregate all their costs 
into fixed or variable categories, a 
considerable improvement in report- 
ing could be achieved. Most com- 
panies, for example, could at least 
show the cost of goods sold separate- 
ly. In most cases this would permit 
the adjustment of the major portion 
of the manufacturing cost for ex- 
pected changes in volume. A simi- 
lar segregation should also be pos- 
sible in respect of distribution costs 
which, even if not entirely variable 
with sales, are usually more closely 
related to that figure than are the bal- 
ance of the general and administra- 
tive costs. To be of maximum benefit 
some indication of the effect of price 
changes during the year should also 
be provided, at least for such major 
items as wages where a single con- 
tract negotiation can make a signi- 
ficant difference in total costs. 


As a result of professional recom- 
mendations and legal prescriptions, 
most of the remaining items which 
are needed for forecasting are norm- 
ally segregated at present. These in- 
clude interest on funded debt, depre- 
ciation and so on. 

There are, however, some items not 
at present segregated which it might 
in some cases be desirable to show 
separately. Perhaps the most import- 
ant is the amount of the annual 
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charge in cases where long-term 
leases have been used as a substi- 
tute for conventional financing. This 
amount, like bond interest and de- 
preciation (for which it is to some ex- 
tent substituted) is a fixed charge 
which, if material, can have a pro- 
found effect on the margin between 
gross and net profit. It is also pos- 
sible that depreciation data would be 
more useful if broken down between 
cost of goods sold, distribution costs 
etc. than lumped with depletion (and 
other amortization items) in one sum. 


The provision of additional infor- 
mation to the extent suggested above 
would really produce a revolution in 
financial disclosure. With such data 
it would be possible to compute fair- 
ly significant trends for revenues as 
well as for the cost of goods sold, 
distribution costs and other items, and 
from these trends and general eco- 
nomic data to produce a picture of 
the future which would be a really 
rational basis for investment deci- 
sions. 


The Balance Sheet 

It is now generally agreed by ac- 
countants that the income statement 
is the principal accounting document 
and that the balance sheet is relative- 
ly unimportant. In practice this 
means that accountants do not hesi- 
tate to abandon balance sheet signifi- 
cance if, as in the case of Lifo, such 
abandonment seems to be required 
by a procedure which increases the 
usefulness of the income statement. 
Fortunately, however, the balance 
sheet has not, in practice, been alto- 
gether abandoned. In fact, the great- 
er part of most professional pro- 
nouncements on matters of disclosure 
has related to this statement. As a 


result, the details and descriptions 
given in the average balance sheet 
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are probably as informative as can 
be expected. 

The adoption of the need for fore- 
casting information as the basic test 
of the adequacy of financial data 
would not change the relative empha- 
sis on the income statement. Intelli- 
gent projection of the future requires 
a reasonably detailed knowledge of 
the nature of the company’s assets 
and liabilities, especially the amount 
of working capital; the debt retire- 
ment obligations; changes in the in- 
vestment in fixed assets and so on. 
Such information, in addition to giv- 
ing a picture of the business, is ne- 
cessary for the preparation of past 
and future cash flow forecasts. 


The trends observable in many bal- 
ance sheet ratios are useful guides to 
the probable course of the future. 
Such measures of managerial effici- 
ency as accounts receivable turnover 
and inventory turnover are often the 
first indications of a change in op- 
erating patterns. The presentation of 
enough information to permit these 
calculations to be made accurately is 
therefore quite important. In most 
companies this will mean a_break- 
down of inventories into major cate- 
gories( by product class and by stage 
of manufacture) and in some a simi- 
lar analysis of accounts receivable to 
match the classification of sales. 


‘By far the most important ratios, 
however, are those which measure the 
actual efficiency of the management 
or the profitability of the enterprise, 
that is, the various return on invest- 
ment calculations. Unfortunately, un- 
der present conditions, the gap which 
has developed between present values 
and book values of fixed assets is so 
great that the rate of return ratios 
are of only historical interest. Most 


of this “gap” is due to the inflation 
of recent years, but it should not be 


forgotten that inaccurate depreciation 
policies have also played a part. 


If these variations could be elim- 
inated by the development of some 
procedure for adjusting the accounts 
to eliminate the effect of inflation and 
if depreciation procedures could be 
rationalized, the rates of return on 
total debt and equity and on equitv 
alone would have profound signifi- 
cance. The rate of return on a total 
investment which approximates pres- 
ent values would not reflect the pro- 
fitability of the original investment in 
the conventional way, but it would 
show it in terms of equivalent pur- 
chasing power. Because it would 
tend to show the profitability of the 
enterprise in terms of present values, 
such a ratio could be a very valuable 
guide to future developments. A 
company which is earning an above- 
average return on present values can 
expect to stay competitive against 
new entrants and also to remain com- 
petitive even after it has been forced 
to replace its assets. The numerous 
companies which show a fair return 
on a historical cost basis but which 
would not do so if profits were com- 
pared with present values are, on the 
other hand, really dissipating their 
resources and will find themselves in 
trouble when assets come to be re- 


placed. 


The best solution to the problem 
of presenting current values in bal- 
ance sheets would no doubt be the 
revision of our accounting practices, 
especially since this would correct 
the corresponding depreciation error 
in the income account at the same 
time. However, need for this infor- 
mation is so great, and the difficulties 
in the way of revision so complex 
that some interim measure seems to 
be called for. This might involve, 
for example, the provision of estimat- 
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ed present value or current dollar 
value statements as a supplement to 
the regular accounts. That such fig- 
ures are often provided in prospec- 
tuses suggests that the value of the 
information is recognized and that it 
can be obtained. 


In this area too, the unresolved 
problems posed by long-term leases 
are significant. If the measure of ef- 
ficiency or profitability is considered 
to be the rate of return earned on 
assets employed in the business, in- 
formation regarding the assets con- 
trolled through long-term leases is 
obviously significant. More considera- 
tion must, therefore, be given to the 
problem of finding an acceptable 
method of reflecting the assets “ac- 
quired” by this method and of show- 
ing the related obligation. 


Conclusion 

Although the above discussion has 
been put forward more “for the sake 
of argument” than as a practical pro- 
posal, it is submitted that any satis- 
factory solutions to the problems of 
financial statement disclosure, al- 
though not necessarily the same as 
those proposed, will be at least as 
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revolutionary. Unless accountants re- 
cognize this and face the possibility 
that present practices are not sacro- 
sanct, the increasing dissatisfaction 
with some of the results of contem- 
porary accounting may lead to unfor- 
tunate results. 

We accountants complain that our 
critics do not understand what we 
are trying to do. We excuse the 
failure of conventional statements to 
provide the information necessary for 
making intelligent forecasts on the 
grounds that this is not the purpose 
of the statements. Unfortunately, we 
all too seldom ask ourselves what this 
purpose really is and whether it is 
socially useful or necessary. If we did 
ask this question more often, we 
might recognize the very real danger 
to accounting which is implicit in its 
present failure to meet the needs of 
many users of financial data. There 
is always the possibility that someone 
else will develop a way of doing what 
we are failing to do. If this comes to 
pass, accountants may well find them- 
selves engaged in weaving elaborate 
webs of theory and principle which, 
although logically consistent and in- 
tellectually satisfying, nevertheless 
bear little relation to reality. 
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AvupITING SMALL Business — II 


This month’s column consists of 
some highlights from the challenging 
remarks made by Irving L. Rosen, 
C.A., at the Ontario Institute’s 1960 
Annual Conference. His paper was a 
companion to Mr. Walker’s which 
was published in the November 1960 
column. Mr. Rosen dealt with “in- 
terim accounting practice for the 
small and medium-size client”. 


Many small businesses have weak- 
nesses in internal control due to the 
limitations imposed by the amount of 
control which they can afford. This 
type of client will be considered here. 
Such a business usually has an office 
staff limited both in number and 
quality and is usually managed by the 
owners. The owners are generally 
capable and highly skilled craftsmen, 
manufacturers or salesmen who are 
anxious to make profits and reluctant 
to pay audit fees. Their concept of 
reducing unnecessary costs involves 
lower office salaries. They are fre- 
quently “busy” and unavailable when 
the accountant is working on the 
figures. 

When they recognize the benefits 
of accounting services and are sold 
on the truism that decisions based on 
facts are more profitable than de- 
cisions based on guesswork, they be- 
come highly cooperative clients. Not 
only does their respect and demand 
for the accountant’s advice grow, but 
there is a lessening of their resistance 


to fees, commensurate to the services 
rendered. 


Accountant's Role 

The year-end balance sheet or 
“undertaker” audit, where the ac- 
countant comes in only after the year 
is over to do the audit, is one of the 
services less useful to this type of 
client. Services, to be of maximum 
value, must be rendered in time to 
forewarn management of impending 
weaknesses, to reverse low profit mar- 
gins and high costs, and to prevent 
poor financial planning. 

The auditor becomes the navigator 
of the small business. Interim audit 
procedures must be supplemented 
and adjusted to embrace the manage- 
ment services which are demanded 
of him. Audit procedures designed 
for clients who have good internal 
controls and a responsibility to the 
investing public are not necessarily 
appropriate where management and 
ownership are the same. Small busi- 
ness audits must be made with a two- 
fold purpose in mind, for we have 
two roles to play: those of independ- 
ent auditor and of management or 
business consultant. Accountants who 
feel that these two roles conflict 
should not be surprised when the 
small client turns elsewhere for need- 
ed advice. 

Many current articles in accounting 


magazines on such topics as intricate 
systems of internal control, reliance 
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on other auditors, accounting for in- 
flation and income tax allocations, 
cover academic matters as far as 
small business is concerned. However, 
topics such as management services, 
tax planning, budgeting, bookkeep- 
ing, cost accounting records, deter- 
mination of prices, financing and 
training of staff cover matters of real 
concern. 

Although the relationship with the 
client is usually very close, friendly 
and confidential, chartered account- 
ants are still governed by the general 
principles and rules of their profes- 
sion. Their position often involves an 
indirect responsibility to third parties, 
such as the bank or Taxation Divi- 
sion, who rely on financial statements 
they have audited or prepared. As 
Professor W. G. Leonard of Queen’s 
University has stated: “The auditor 
must not skimp the quality of work 
on jobs where the fee is small or sub- 
mit to the subtle temptation of assist- 
ing important clients by mirroring 
the clients’ wishes rather than insist- 
ing on clear disclosure.” Independ- 
ence is a mental attitude and can be 
retained as long as the auditor’s free- 
dom of mind and action has been 
maintained, even though the account- 
ant may be close to his client and 
do the client’s bookkeeping. 


Audit Approach 

Other factors besides internal con- 
trol have a bearing on the auditor’s 
approach. One is the type of busi- 
ness. For example, in a construction 
firm, stress is placed on accurate 
costs; in a retail or wholesale opera- 
tion, sales receive more attention. 

Another factor is the condition of 
the records. If the auditor keeps the 
records, certain audit procedures can 
be attended to when the books are 
written up. For example, disburse- 
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ments can be vouched and classified 
when the cheques are entered. 

The nature of the engagement will 
also be a factor. If the client does 
not want an unqualified opinion, then 
a restricted audit can be carried out. 
This may not be sufficient in scope 
to allow the auditor to render an 
opinion but may enable him to take 
off a financial statement that he feels 
is reliable. In this case, he should 
state clearly that he is not giving an 
opinion and outline the limitations of 
his examination. 

A further factor governing the 
nature of the examination is the 
auditor’s ability, judgment and per- 
ception. A great deal depends on the 
auditor’s knowledge of the client, his 
records, business and staff. This 
knowledge enables the auditor to de- 
termine the weak spots and potential 
trouble points. 


Detailed Examination 

Some accountants consider the de- 
tailed audit to be a relic no longer 
of use in practice. This is not so. 

The detailed audit is one step above 

the bookkeeping engagement and 

serves a necessary and useful func- 
tion. It is appropriate: 

1. when the records are kept by a 
person having little knowledge of 
bookkeeping principles; 

2. if the bookkeeper is careless and 
prone to error; 

3. if there is a high degree of risk 
and inadequate internal control; 

4, if the owner cannot be relied upon 
to provide an independent check; 

5. when the client wants a detailed 
check on the office staff; 

6. when the client is not so large that 
the audit fee for a detailed check 
would be exorbitant. 

Sometimes this type of audit is per- 
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formed when the auditor’s staff is at 
a junior level and it is felt safer to 
perform a detailed audit than to 
chance that the staff is overlooking 
significant errors in a test audit. 

The bookkeeping engagement is 
similar to the detailed audit except 
that the accountant is recording the 
entries directly, either completely or 
in part. It is often found that the 
client can be taught to record sales, 
payrolls, cheques, accounts receivable 
and accounts payable. 

If the auditor ends his duties with 
the preparation of a trial balance, he 
is depriving the client of services and 
benefits to which he is entitled. The 
accountant becomes only “the man 
who checks the books”. The account- 
ant’s knowledge, experience, insight 
and professional abilities have not 
been fully used. In these circum- 
stances, he has only himself to blame 
if he does not obtain the professional 
fees desired and the respect and con- 
fidence of the client. 


Testing Records 

In the test audit of auditing trans- 
actions, the auditor must determine to 
what extent he can rely on the in- 
ternal control that is in effect. Great 
emphasis is put on the auditor’s per- 
sonal knowledge of the business and 
his ability to resolve any points that 
might prevent him from rendering an 
opinion. 

The least imaginative test audit is 
one in which every other month or 
one month in three is checked. This is 
merely a step beyond the detail audit 
and may involve little additional 
mental effort. “Test” implies that the 
auditor can safely rely on the prin- 
ciples of sampling. The purpose of 
testing is, by checking through im- 
portant representative transactions, to 
determine to what extent the internal 
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control is really effective. This means 
that the auditor must train his staff to 
pick out and follow up significant 
items. Not only is this type of audit 
more efficient than a detailed one, but 
it is also less boring to audit staff 
and prevents them from feeling their 
only duty is to put their audit stamp 
on every invoice in the office. 


Administrative Advice 

Too little use is made of budgets, 
graphs, ratio analysis and direct cost- 
ing; yet they can be of considerable 
aid in the interim administrative 
audit. This may be a sign that the 
auditor has not developed beyond 
the detailed audit stage. Manage- 
ment may be losing the benefits of 
financial controls because the auditor 
has not sold it on the use of budgets 
and similar techniques. 


Small and medium-size clients and 
their auditors customarily place 
greater emphasis on monthly or in- 
terim audits than do large clients and 
their audit firms. The year-end audit 
is considered less useful as an aid 
to operations. Management is inter- 
ested in what is happening currently 
so that necessary action can be taken 
in time to improve results. 

The auditor’s services are in de- 
mand continuously. Should new fac- 
tory equipment be purchased? Is 
there any need for another office girl? 
What should be done about delin- 
quent customers? What will be the 
effect of a wage raise? What are the 
tax aspects of a proposed deal? 
Should the bank be informed of the 
current position? Questions like these 
require advice, opinion and interim 
financial statements. To be in a posi- 
tion to supply the information need- 
ed, the auditor finds it necessary to 
emphasize the importance of interim 
audit work so that his advice is based 
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on figures that he knows are reliable. 
The year-end verification becomes 
only another aspect of a busy year’s 
work, and not the highlight. 


Interim Reporting 

Usually interim financial statements 
are prepared by or under the direct 
guidance of the auditor. It is not 
usual to find an extensive scope 
paragraph or any opinion attached to 
such statements. A long interim re- 
port is seldom prepared as any dis- 
crepancies, weaknesses or recommen- 
dations are discussed verbally with 
management and any features of note 
are covered in a letter. 

The auditor's report can vary in 
extent from “Prepared from the books 
without audit” or “This report is 
submitted for the guidance of our 
client and is not intended to be used 
for any other purpose” to the regu- 
lar opinion recommended in Bulletin 
No. 17 of the Canadian Institute. 
Some firms prepare no interim audit 
report at all, and type the financial 
statements on the auditor’s stationery 
without comment. 

There is room for new types of au- 
dit reports that could be given official 
Institute approval. The scope para- 
graph could mention the auditor’s 
part in the record-keeping. As an al- 
ternative to “We have examined the 
balance sheet of X company”, per- 
haps a more accurate statement 
would be “We have prepared . . .”. 


Many accountants feel that the 
wording “Prepared from the books 
without audit” is not only misleading 
but is also poor client relations and 
public relations. This label could 
mean that only a clerical typing job 
was performed. In most cases, in- 
terim statements are prepared after a 
certain amount of checking and the 
accountant is reasonably satisfied that 
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the figures are correct. Because cer- 
tain year-end work such as attend- 
ance at stock-taking and direct con- 
firmation of balances has not been 
completed, there is no reason to feel 
that the statements are incorrect. 
Clients are likely to resent any infer- 
ence that something is wrong. 


The following scope paragraph is 
suggested as an alternative: 

“Our examination of the financial 
records of the company was made 
mainly for the purpose of furnishing 
a report for the use of management 
on the financial position of the com- 
pany at June 30, 1959 and the results 
of operations for the six months then 
ended. The scope of our work on this 
interim examination did not include 
the normal year-end verification of 
assets and liabilities, and an opinion 
ee not be rendered until the year 
end.” 


Recommendation 


There is a need for a “Committee 
on Practical Problems of the Small 
and Medium-Size Audit”. In Ontario, 
of the 330 firms in public practice in 
January 1959, 250 had less than 10 
chartered accountants and students. 
Of the 1,400 chartered accountants in 
public practice, some 900 were in 
these small and medium-size firms. 
This indicates that the problems of 
the small and medium-size client 
affect the majority of accountants in 
public practice. Nevertheless, there is 
very little authoritative literature to 
guide the practitioner as to the pro- 
cedures necessary to meet the prob- 
lems of such clients, for example, 
when there is inadequate internal 
control. 


The provincial Institutes and the 
practitioners in small firms are both 
to blame for this surprising inertia in 
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a very important field. The Canadian 
Institute has failed to provide the 
leadership and initiative necessary. 
But can it be blamed when the ma- 
jority of small practitioners seem 
to be blissfully unconcerned about 
what happens? 

There is no doubt that a “Commit- 
tee on Practical Problems” would 
have enough questions to keep it 
busy. It would be useful, for ex- 
ample, to determine to what extent 
the approaches of the large and small 
audit firm differ in the audit of the 
small client. The extent to which the 
auditor should double as a manage- 
ment consultant is another aspect 


worthy of consideration. New phil- 
osophies of auditing may be neces- 
sary when the audit of a business is 
dependent upon checking rather than 
testing, and upon personal knowledge 
rather than routine approaches. Such 
a committee could stimulate its mem- 
bers and others to write more articles 
on such subjects and so extend the 
amount of literature available. Event- 
ually bulletins or case studies could 
be compiled. 

Mr. Rosen has prepared a very 
stimulating and_ thought-provoking 
paper. Are we facing up to the op- 
portunities and challenges that exist 
in this area? 


NEW ZEALAND 


Last spring the New Zealand Society of Accountants held its 60th 
anniversary convention in Wellington. Approximately 700 members and 
wives registered. There were 26 visitors from overseas including the editor 


of Practitioners Forum. 


The advance preparation for the convention was very thorough. Ex- 





tensive papers on the topics to be discussed were prepared, printed in book- 
lets and mailed to all registrants in advance. At the sessions, half a day was 
allowed for each topic. A chairman introduced the panel, which consisted 
of a rapporteur, the author of the paper and four commentators, usually 
including one from overseas. The rapporteur summarized the paper, the 
commentators then made their remarks and the author replied. After a 
break for tea there were a panel discussion and a general discussion. Finally 
the rapporteur summed up. 

Overseas conventions are extremely interesting because one meets many 
people of varied backgrounds. On the other hand because local conditions 
are considerably different from the Canadian scene, the topics are less likely 
to be of direct interest than those of a Canadian convention. 
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Tax Review 


CANADIAN Tax FOUNDATION 
CONFERENCE 

The 14th tax conference of the 
Canadian Tax Foundation was held 
in Toronto in the middle of Novem- 
ber. Among the more important 
topics of discussion were sessions on 
“Investment, Savings and Taxes” and 
“Corporate Surplus”. In dealing with 
the former, Mr. Harvey Perry, the 
director of the Foundation, pointed 
out that the credit granted to indi- 
viduals receiving dividends from 
Canadian corporations was originally 
intended to stimulate the purchase of 
equity securities by Canadians. This 
credit has not achieved the desired 
results, he stated, because the cor- 
porate tax advantages of financing 
through bonds, debentures and other 
types of loan capital have more than 
offset the advantages accruing to in- 
dividuals on the receipt of dividends 
instead of interest. The individual 
shareholder has been an unequal con- 
testant in the struggle for capital. 
Accordingly, his desire for dividends 
or equity securities has been ignored, 
to a large extent, by the corporations 
who much prefer loan capital. 

Mr. Perry also pointed out that the 
tax system has tended to produce a 
massive aggregate of savings in the 
hands of institutional investors which 
do not, as a general rule, produce any 
great source of venture capital. He 
felt, therefore, that savings should 
primarily be in the hands of indi- 
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viduals in order that the necessary 
aggregate of risk or venture capital 
would be available. It was Mr. Perry’s 
opinion that some tax concessions 
should be granted which would en- 
courage an increase in dividend pay- 
ments to Canadian individuals. He 
suggested that one means of accom- 
plishing this would be to allow cor- 
porations to deduct from taxable in- 
come the amount of dividends paid 
to Canadian shareholders. This pro- 
posal is somewhat akin to the one 
made recently in these pages concern- 
ing the exemption from tax of divi- 
dends received by individuals, and it 
may be more palatable to the gov- 
ernment from a political point of 
view. It would, however, result in a 
greater net loss to the Treasury than 
if dividends were exempt in the hands 
of individuals, unless there was a dif- 
ferential in the rate or in the amount 
to be deducted. 


The president of the Montreal 
Stock Exchange, Mr. Eric Kierans, 
stated that “Growth of our own sav- 
ings should be the most important 
single aim of internal policy and I 
consider it to be more important to 
devise the measures to accomplish 
this objective in the personal rather 
than the corporate sector.” It was 
pointed out that corporations tend to 
finance out of retained earnings in- 
stead of going to the market with 
new stock issues. While this policy 
had certain advantages from the cor- 
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porate viewpoint, it was felt that it 
was not economically sound as far as 
the country as a whole was con- 
cerned. 


Scottish Heritage of Caution 

An economist, Mr. H. A. Hamp- 
son, also suggested that corporations 
should be permitted to deduct from 
taxable income dividend payments to 
residents of Canada. This plan, he 
suggested, would kill three birds with 
one stone: it would encourage Can- 
adian subsidiaries of foreign com- 
panies to offer common stock to Can- 
adians; it would reduce the $400,000.- 
000 a year fund of retained earnings 
being built up by foreign investors; 
and it would require more companies 
to face the stock market to raise the 
capital they considered necessary for 
expansion. Mr. Hampson said that 
the continued growth of foreign 
ownership of Canadian industry was 
both puzzling and worrying. In large 
measure it was caused by a lack of 
initiative on the part of Canadians 
and by a heritage of Scottish caution 
witnessed by the fact that Canadians 
were the most heavily insured people 
in the world. He criticized Canadian 
individuals and, more particularly, 
life insurance and trust companies for 
being far too conservative, investing 
only a fraction of their accumulated 
savings in common stock and the bulk 
of that in industries which were ma- 
ture, stable or declining. The whole 
problem of foreign domination or 
ownership and the lack of venture or 
risk capital is becoming a very serious 
problem, and any measures that the 
government can take to counteract 
the trend and give Canada back to 
Canadians should be sought and en- 
couraged even though such incen- 
tives might not appreciably change 
the habits and characteristics of the 
Canadian people. 


Two Headache Remedies 


In dealing with corporate surplus 
it was forcefully pointed out that the 
Income Tax Act has become too com- 
plicated and too restrictive. The sec- 
tions dealing with designated surplus, 
while sensible in intent, merely cause 
corporations and individuals to de- 
vote a great deal of unproductive 
time in avoiding a tax which was so 
punitive that it would only be paid 
through inadvertence. Mr. D. J. Kel- 
sey, C.A., suggested that there were 
two possible avenues to remove some 
of the headaches from the tax laws re- 
garding corporate surplus, which he 
termed “a particularly complicated, 
controversial and frustrating segment 
of our tax law”. First, the Act could 
be patched up to try and prevent sur- 
plus accumulations from escaping the 
tax net, but he pointed out that, with 
ingenuity, taxpayers would likely still 
find loopholes. 


He thought that the simplest way 
would be to follow the example of 
Mexico, where a special tax was paid 
by corporations on distributable pro- 
fits in lieu of a personal tax on re- 
cipients of dividends or other cor- 
porate distributions. This tax, if im- 
posed, would then permit sharehold- 
ers of Canadian companies to receive 
dividends free of tax. Despite argu- 
ments that this move would not be 
politically acceptable (and this is 
probably true), Mr. Kelsey felt drawn 
to “the simplest solution of all; tax 
corporate income heavily as it flows 
into the corporation and thereafter let 
the residue of earnings pass freely 
among residents with neither tax nor 
hindrance from tax laws”. It was his 
feeling that this simple device would 
provide incentive for Canadians to 
save by way of ownership in Can- 
adian resources and endeavours and 
would tend to solve, although not 








ce 
aS 


Ss am fe ss 


Oo” 3 > 


na 
fos. 





i i i eh a: i: oe 


Av 


a 


TAX REVIEW 


completely, the problem of foreign 
ownership. 
2 ° 2 e 


More on Exempting Dividends 

There has been more response from 
readers of the November issue of the 
Tax Review than any recent issue. 
It would appear that the suggestion 
to exempt from tax dividends re- 
ceived by Canadian residents from 
taxable Canadian corporations ap- 
peals to more people than those who 
would stand to benefit directly. As 
indicated above, the suggestion was 
advanced at the tax conference of the 
Canadian Tax Foundation, and it 
proved to be a very stimulating topic. 

It is quite apparent that the pros- 
pect of exempt dividends is thought- 
provoking, particularly as many 
people seem unsure of the economic 
consequences, whereas there is con- 
siderably less diffidence in opinions 
on the political implications. Since 
the issue remains a lively one, it 
would seem appropriate to review 
some of the more common arguments 
against tax-free dividends in order 
that both sides of the issue may be 
covered. This is not to suggest that 
the editors cannot make up their 
minds, but rather that certain of our 
readers have taken exception to some 
of the arguments advanced previous- 
ly. 
Readers’ Reactions 

One of the advantages attributed to 
the proposal was that it should induce 
the public to demand equity capital 
and to provide risk capital. If divi- 
dends were exempt from tax, it is rea- 
sonable to assume that it would be an 
inducement to individuals to invest 
more heavily in equities. It is not 
possible, of course, to predict the like- 
ly response to the inducement par- 
ticularly in view of the statement that 
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Canadians are far too conservative in 
their investment habits. For example, 
many people who purchase common 
stock are less interested in the divi- 
dends that may be received than the 
prospects for growth. Appreciation 
in the value of capital stock of public 
companies generally can be realized 
by selling the shares. For those tax- 
payers in the lower tax brackets, to 
whom investment income after tax 
may be a very important considera- 
tion, it would appear that by and 
large they are conservative investors. 
It is likely that even if they were to 
reduce their holdings of bonds to 
acquire equities, it would not be the 
equities of companies in businesses 
with a high degree of risk that would 
attract them. Moreover, the short- 
term effect of such a conversion on 
the bond market might be disastrous. 


A problem which is discussed in 
conjunction with dividend policies are 
those companies which have more re- 
tained earnings than they require for 
their operations and which, if distrib- 
uted, might be reinvested to better 
advantage in other companies. It has 
been suggested that tax-free divi- 
dends would be the key to unlock 
such treasure chests. Whether this is 
so would depend upon why the earn- 
ings were being retained; in many 
cases it is not the tax cost of a dis- 
tribution that is a determining factor. 


It was observed that “ .. . since 
corporations do not get a deduction 
for dividend payments, the amounts 
received by shareholders have already 
been effectively taxed”. A reader sug- 
gests that this is debatable. There 
would appear to be evidence which 
demonstrates that corporate taxes do 
not reduce income that would other- 
wise go to shareholders but are pass- 
ed along to the customers. Accord- 
ingly, corporate taxes are just another 
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element of the cost of doing business 
and cannot be said to be borne by the 
shareholders. 


While this may be true to a cer- 
tain extent, might it not also be said 
that the personal taxes of sharehold- 
ers also are borne in the long run by 
the customers of the company? In the 
competition for capital, the effects of 
one type of security over another 
upon the shareholder and the cor- 
poration must be considered. Once 
this factor has been established, the 
corporation must ensure that it has 
enough revenue to service the debt. 
If dividends were exempt from tax, 
corporations might feel that they 
could pay smaller dividends to the 
shareholders because they would be 
in the same after-tax position and ac- 
cordingly would be as well remuner- 
ated for their capital. This would 
mean that the corporations required 
less revenue to service the capital and 
might therefore reduce prices. 


In the case of closely held corpora- 
tions this might also be true in that 
the shareholders probably look to 
their “take-home-pay”. A tax saving 
of whatever nature becomes a reduc- 
tion of cost and, depending upon 
competition and other factors, could 
result in decreased prices. A reduc- 
tion in prices would make Canadian 
products more competitive in foreign 
markets. All this is purely con- 
jecture, of course, but it does serve 
to point out that conclusions on all 
these matters cannot be definitely 
reached without considerable _ re- 
search. 


Escape for Estates 

A factor in favour of tax-exempt di- 
vidends which was not mentioned in 
the November issue was the incidence 
of estate taxes and income taxes to- 
gether. Individuals owning a business 


are often forced to sell the company 
simply because the combination of 
estate taxes and income taxes upon 
their death makes retention of their 
business prohibitive. Present valua- 
tion rules of the Estate Tax Act not 
permitting a deduction for income 
taxes in the valuation of a company 
compound the problem. For these 
reasons, it is not uncommon to read 
in the press that another Canadian 
enterprise has been sold to non- 
residents. The exemption of divi- 
dends from tax would permit indi- 
viduals owning such corporations to 
draw out, at the time of their death, 
sufficient funds to meet estate tax 
and succession duty liabilities. 

It may be that the political im- 
plications of tax-free dividends would 
completely negate any efforts towards 
such a solution. Nevertheless the 
purpose of the November article was 
to awaken interest in this important 
matter particularly insofar as it may 
serve to keep designated surplus be- 
fore the eyes of the accounting pro- 
fession. The concept of designated 
surplus is a natural outgrowth of the 
double taxation system and is only 
one of the many obstacles conceived 
by the taxation authorities to prevent 
surplus from being extracted from a 
corporation tax free to its share- 
holders. 


The contest between taxpayers and 
tax collectors has now reached the 
point where arrangements are fre- 
quently made to get out the surplus 
completely free of tax. Typical of the 
plans which are considered before 
disgorging the surplus of a company 
are those which use non-voting and 
voting shares or the process of amal- 
gamation. Not uncommon also is the 
incorporation of a holding company 
to control the shares of an operating 
company. 
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Experience suggests that as often as 
the battered designated surplus con- 
cept is repaired, it will spring a leak 
under the constant probing for its 
weaknesses by determined taxpayers. 
Unless designated surplus can be so 
firmly buttressed that every company 
must pay a tax on distribution, a very 
low rate of tax on surplus has much 
to recommend it. Assuming that legal 
and other expenses to extract desig- 
nated surplus amount to about 5% of 
the surplus, even a tax of 5% would 
not be unrealistically low. Even if the 
rate were 10%, perhaps taxpayers 
would be content to pay the tax 
rather than go to the length they now 
do to escape the 20% tax. 


THE LAW 


Federal Income Tax Regulations 

Changes have been made in the 
federal Income Tax Regulatons, as 
follows: 


Terminal loss on assets 

The allowance on disposal of a 
class (terminal loss) is also to be 
allowed in cases where all the prop- 
erty of a class is transferred to an- 
other class. This is effective in the 
1960 and subsequent taxation years. 


Proration of capital cost allowances 
in year of death 

When a taxpayer dies, his capital 
cost allowances must be prorated ac- 
cording to the number of days of the 
taxation year or fiscal period that 
have elapsed to the day after the day 
of his death. This section became 
effective on November 9, 1960. 
Depletion base for amalgamated 
companies 

A new company formed by the 
amalgamation of two or more com- 
panies must, when computing its base 
for depletion, take into account its 
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predecessor's exploration and de- 
velopment expenses that it had de- 
ducted as permitted by section 
851(3). This section is retroactive to 
the 1958 taxation year. 
Capital cost allowances—Class 2 (6%) 
Property acquired for the purpose 
of processing natural gas before de- 
livery to a distribution system is no 
longer depreciable under Class 2, 
with effect from November 9, 1960. 


RECENT TAX CASES 


Personal Corporations 

The Supreme Court of Canada 
has upheld the decision of the Ex- 
chequer Court in the case of Settled 
Estates Ltd. The Supreme Court 
ruled that an executor or estate can- 
not be the person exercising control 
of a corporation in that the executor 
or estate is acting for others. There- 
fore, in order to determine whether a 
corporation is controlled by an indi- 
vidual or members of his family, 
the executor must be “looked 
through” to find out on whose behalf 
he is acting. Thus, if the bene- 
ficiaries of an estate consist of broth- 
ers and sisters only, the corporation 
controlled by the estate will not be a 
personal corporation. On the other 
hand, if the beneficiary happens to be 
an individual and members of his 
family, the corporation will be a per- 
sonal corporation, provided that it 
meets the other tests laid down by 
section 68 of the Act. 
(Settled Estates Ltd. v. M.N.R.) 


Deductible Expenses 

The appellant company was 
charged under the Criminal Code 
with unlawfully conspiring with other 
corporations to prevent or lessen com- 
petition in the manufacture and sale 
of fine papers. It was found guilty 
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and ordered to pay a fine. In addi- 
tion, the company incurred legal ex- 
penses of some $6,000 and sought to 
deduct this amount from its income. 
The Minister disallowed the deduc- 
tion on the grounds that as the com- 
pany had been found guilty there 
could be no deduction for such ex- 
penses. Both the Minister and the 
Exchequer Court relied upon the 
Supreme Court’s decision in M.N.R. 
v. L. D. Caulk Co. of Canada Ltd. 
In this case the deduction of legal 
expenses was permitted since the 
company had not been proven guilty. 
The Exchequer Court felt that there 
was no material difference between 
the facts relevant in the two cases 
and that the deduction of the legal 
expenses should be allowed. It was of 
the opinion that legal expenses incur- 
red in defending trade practices until 
a final decision on their legalitv or 
illegality was reached were deduct- 
ible as expenses incurred for the pur- 
pose of gaining income. It was im- 
material whether the practice was 
lawful or not since the appellant was 
subject to tax on the income from its 
business and the legal expenses were 
incurred to defend its way of doing 
business and to preserve the system 
that helped to produce its income. 


(Rolland Paver Co. Ltd. v. M.N.R.) 


New Mine Exemption 

The appellant company obtained a 
licence in the form of a lease on a 
large iron ore property in Northern 
Quebec and granted to the Iron Ore 
Company of Canada a sublease on a 
part of the propertv. The sublease 
called for the Iron Ore Company to 
pay the appellant a royalty on all iron 
ore shipped, computed as a percent- 
age of the competitive market price. 
The royalty was not included in the 
appellant’s income for 36 months on 


the grounds that it was income de- 
rived from the operation of a new 
mine. The Minister disallowed the 
exemption on the grounds that the 
mine was not being operated by the 
appellant and that its income was 
not from a mine but from a royalty 
agreement. 


The Exchequer Court of Canada 
allowed the appeal stating that there 
was nothing in the wording of section 
83(5) to indicate that the benefit 
contained therein is to be limited to 
the operator of the mine. Although 
the royalties came to the appellant 
pursuant to the sublease, neither the 
sublease nor the property right con- 
ferred by it brought the royalties into 
existence. The royalties arose by rea- 
son of the operation of the mine and 
were thus derived therefrom. Ac- 
cordingly, they were exempt from tax 
for the first 36 months of operation 
of the mine. 

(Hollinger North Shore Exploration 
Co. Ltd. v. M.N.R.) 


OTHER CASES OF INTEREST 
Dupére, D. Inc. v. M.N.R. 
(60 DTC 560) 
Purchaser of bakery business not allowed 
a deduction in respect to the portion of 
the sale price attributed to a list of cus- 
tomers. The court held that the taxpayer 
had received a lasting benefit by pur- 
chase of competitor’s business and that 
the amount in question was considered 


as goodwill. 


Eastern Abbatoirs Ltd. v. M.N.R. 
(60 DTC 570) 
Reimbursement of company’s share of 
pension contributions ruled to be a re- 
ceipt of capital on termination of plan. 
Receipt not a fruit of the business. 
Equitable Acceptance Corp. Ltd. v. M.N.R. 
(60 DTC 576) 
Life insurance policies used to guarantee 
payment on loans ruled to provide a 
lasting benefit as collateral security. 
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Premiums deemed outlays prior to bor- 
rowing and not in the course of borrow- 
ing. Deduction disallowed. 


Guest, Hamer v. M.N.R. 

(60 DTC 604) 
Personal loan from employer subsequent- 
ly forgiven considered as a gift and not 
taxable as income from an office or em- 
ployment. 


No. 726 v. M.N.R. 

(60 DTC 585) 
Land sold by subsidiary to parent and 
re-sold for a substantial profit allowed as 
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capital gain. Sale by parent considered 
to be of same nature as if subsidiary had 
sold. No question of taxable profit on 
sale of capital asset by subsidiary. 


M.N.R. v. Claude Rousseau 

(60 DTC 1236) 
Salary and rent credited on books of 
company not taxable as income to share- 
holder employee. Credit on books con- 
sidered not to be evidence of indebted- 
ness or security of debt to determine 
right to receive by shareholder employee. 
Taxpayer taxable only on income re- 


ceived. 
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MAGAZINE ARTICLES 


AUDITING 


“A New Loox AT THE APPROACH TO 
AupitT1nc” by Reed L. Colegrove. The 
New York Certified Public Account- 
ant, October 1960, pages 676-687. 

In evaluating certain traditional 
auditing procedures, the author of 
this article, an American certified 
public accountant, questions whether 
they are all appropriate as to timing 
and scope in every examination and 
whether some of them are applicable 
at all on some engagements. His 
illustrations of standard procedures in 
the audit of cash, receivables, inven- 
tories, liabilities and revenue and ex- 
pense accounts disclose that many 
auditors fail to exercise imagination 
in the performance of their tasks and 
perform many procedures that cannot 
be justified by the objectives of the 
audit. 

The volume and timing of the aud- 
itor’s work, writes Mr. Colegrove, are 
entirely dependent upon his review 
of his client’s accounting procedures 
and internal control. The scope of the 
examination will also be influenced 
by the understanding between the 
auditor and his client as to the limita- 
tion on the auditor’s responsibility for 
the discovery of fraud. With these 
two phases of the audit carefully 
evaluated, the auditor can then start 
to prepare the rest of his program. 
To replace many traditional pro- 
cedures, such as the petty cash count, 
the author suggests a shift in em- 
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phasis. Specifically, he thinks con- 
siderable emphasis should be placed 
on procedural testing designed to 
evaluate the client’s accounting pro- 
cedures and internal controls, and on 
the audit of selected transactions 
rather than the examination of all 
documents for a_ selected period. 
Some of his suggestions may increase 
the time spent on an audit. All of 
them are designed to increase the 
effectiveness of the auditor’s work. 


FINANCE 


“ORGANIZED SECURITIES EXCHANGES IN 
Canapa” by J. E. Walter and J. P. 
Williamson. The Journal of Finance, 
September 1960, pages 307-324. 


“THe Stock MARKET IN CANADA” 
Monthly Review, The Bank of Nova 
Scotia, September 1960. 


These two publications examine in 
fair detail a very important Can- 
adian institution about which com- 
paratively little has been written. 
The Walter-Williamson article dis- 
cusses the structure of the exchanges 
in Canada, the behaviour of the ex- 
change markets, interlisting with U.S. 
exchanges, and the pattern of security 
regulation in Canada. The bank letter 
traces the historical process from 
which the present structures emerged, 
and compares the exchanges in Can- 
ada with those in the United States. 

With respect to the behaviour of 
the exchange markets, the most ob- 
vious feature is the high volume sus- 
tained by the Toronto, Montreal and 
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Canadian exchanges. At the Toronto 
Stock Exchange, which is reported 
to account currently for 80% of share 
trading on Canadian stock exchanges, 
the peak of trading in recent years 
(in 1955) was about 172 million 
shares a month. At the New York 
Stock Exchange, which accounts for 
about 70% of U.S. trading, the peak 
was 118 million shares a month. 

There is a substantial amount of 
interlisting with U.S. exchanges. 
Eleven Canadian issues are traded 
on the New York Stock Exchange, 
and some 108 others are listed on the 
American Exchange. The New York 
Stock Exchange contributed 54.5% of 
the aggregate share volume of its 11 
Canadian listings in 1957. In no 
category (industrials, mining and oil) 
does the American Exchange contrib- 
ute less than one-third of the total 
volume of its Canadian listings. In- 
dustrials are reasonably well divided 
between the Toronto, Montreal, Can- 
adian and American Exchanges; To- 
ronto provides the major market for 
mining; the American exchange is 
most active in oil issues. 

Canada has no federal securities 
legislation. Every province has a 
Securities Act, and in each case regis- 
tration is required of public offerings 
of securities. On the whole, however, 
the pattern of regulation in Canada is 
unsatisfactory. 


“CoMMON STOCKS AS AN INFLATION 
Hence” by S. H. Archer. The Analysts 
Journal; September - October 1960, 
pages 41-45 

When is a common stock a good in- 
flation hedge? In answer to this ques- 
tion, some investment advisers would 
say, “when the value of a company’s 
productive facilities and, hence, its 
common stock prices, rise as prices 
in general increase”. The author of 
this article rejects this view with the 
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argument that plant facility values 
and common stock prices are both re- 
lated to a common factor — earning 
capacity. Inflation stocks should thus 
be selected, he suggests, on the basis 
of the anticipated behaviour of earn- 
ings during inflation. 

Companies whose product prices 
are unresponsive to inflationary pres- 
sures are not good hedges against in- 
flation. Others whose costs are highly 
flexible also have to be rejected since 
their earnings will not increase in 
keeping with prices in general. Only 
common stock in companies whose 
product prices are sensitive to infla- 
tion and whose costs reflect past 
prices should be regarded as inflation 
stocks. The older the costs matched 
against current revenue, and the 
larger the proportion of these costs to 
total costs, the greater is the tendency 
for the concern to have a rise in re- 
ported profits which may match or 
exceed the rise in the price level. 

If Archer’s definition of inflation 
stocks is accepted, then common 
stocks of banks, public utilities, rails, 
gold mining and soft drinks have to 
be rated poorly as inflation hedges on 
the basis of their inflexible product 
prices. Others, such as retail trade 
and apparel, have to be rejected be- 
cause of a cost structure that is highly 
correlated with inflation. 

Seventy-five industries, however, 
contain 50% or more companies whose 
per-share-earnings growth exceeded 
the increase in the Consumer Price 
Index from 1935-1955. Notable among 
these are several natural resource in- 
dustries including oils, coppers, alum- 
inums, sulphur producers, diversified 
metals, and lead and zinc. Also in- 
cluded in Archer’s list of inflation- 
hedge industries are: soap manufac- 
turing, finance and small loans, office 
machinery, paper, and shoe manu- 
facturing. 
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MANAGEMENT 


“AMERICAS BEST-MANAGED Com- 
PANIES’ Dun’s Review and Modern 
Industry, September, 1960, pages 38- 
40 


Twenty-five or 50 years ago, the 
chief executives of America’s leading 
corporations would have labeled some 
aspect of production as business man- 
agement’s major worry. Today, chief 
executives surveyed by Dun’s Review 
rank marketing strategy, organization 
planning, and research and develop- 
ment as key factors in a company’s 
success. Production techniques are 
a fourth; financial management, 
fifth. 


When management fails, say the 
presidents, it is in planning in the 
three crucial areas heading the list. 
Forty percent of the presidents be- 
lieve the greatest weakness today is 
the failure to plan or forecast ade- 
quately. Twenty-three percent hold 
that it is the inability to change, to 
remain flexible enough to meet the 
problems of either the present or the 
future. 


The opinions expressed by the 
presidents suggest a composite pic- 
ture of a well-managed company that 
is prospering today and will continue 
to flourish in the years ahead. Re- 
gardless of size or age, it has a top 
management that is strong on long- 
range planning. It has management 
in depth, a well-defined organization 
structure, with clear delegation of 
authority and responsibility. Within 
the company, there is centralized 
policy control and decentralized oper- 
ational control. Management is flex- 
ible in its attitudes, able to shift pro- 
duct lines to meet new demands, 
ready to back research, aggressive 
and imaginative in capturing markets 
and satisfying customers. Above all, 
this ideal company is working now 


to insure a supply of intelligent, ag- 
gressive executives for the future. 


/ 


ss BOOK REVIEWS 
“Cost Administration: Cases and 
Notes” by E. D. Bennett; published 
by Prentice-Hall Inc.; 596 pages; 
$10.00 

Professor Bennett, of Harvard Uni- 
versity, has applied that university's 
case study method to problems in cost 
accounting; production, inventory, 
and budgetary controls; feasibility 
studies for data processing systems; 
and the public accountant’s and man- 
agement consultant’s position in rela- 
tion to these problems. This is a very 
broad field to cover in the 37 cases 
cited. The result is a series of prob- 
lems, without answers, supplemented 
by general notes on some of the tech- 
niques that could be employed. These 
notes are largely quotations from 
other authors. 


The case studies are not supported 
by any comments or suggested solu- 
tions to the problems. It is therefore 
impossible for the reader to agree or 
disagree with the author’s methods. 
The student in business administra- 
tion will receive no guidance or in- 
struction in the selection or applica- 
tion of the proper techniques for the 
solution of the problems. It must be 
assumed that the book was prepared 
primarily for use in conjunction with 
the author's lectures. 


The amount of space devoted in 
each case to the company’s historical 
background and the recorded com- 
ments of various officials illustrate 
some of the difficulties of the practi- 
tioner in defining business problems. 
The reader will find a generous list of 
references to articles in current peri- 
odicals on the subjects covered. 
Appended to each case are numerous 
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exhibits of forms and _ statements 
which assist materially in appraising 
the problems contained in the nar- 


rative. 
G. E. Barr, C.A. 


i: Toronto, Ontario 
Y 
“Principles of Accounting — Ad- 
vanced”, (5th ed.), by H. A. Finney 
and H. E. Miller; published by Pren- 
tice-Hall, Inc., 1960; 834 pages; 
$11.35 


The publication of this book com- 
pletes a monumental task of writing 
five editions of a three-volume set of 
accounting texts. In addition, the in- 
troductory and intermediate books of 
the set have been published in Can- 
adian editions and have professors of 
Canadian universities as co-authors. 


The advanced book, like its pre- 
decessors, is lengthy, with an addi- 
tional 240 pages of questions and 
problems related to the individual 
chapters. The Canadian reader will 
find the five chapters on insurance, 
receiver's accounts, estates and trusts 
and public accounts only of general 
interest because of differences in the 
underlying Canadian statutes and 
terminology. However, different stat- 
utes apply in the various states in the 
U.S.A. and the chapters are designed 
as an introduction to these subjects 
and only refer to the more important 
accounting and legal problems. 


Of the 28 chapters, four are de- 
voted to partnership and ten to parent 
and subsidiary accounts and _ their 
consolidation. In each case the treat- 
ment is very full, and it assumes no 
prior knowledge of the subjects. 
Throughout the book the authors il- 
lustrate situations that might arise 
in connection with a subject. This 
adds considerably to the length of the 
text and often appears to underesti- 
mate the intelligence of the reader. 
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On pages 3-6 examples are given of 
a profit distribution to partmers on 
the basis of equal shares, unequal 
shares, equal and unequal shares 
combined, capital at the beginning of 
the year, capital at the end of the 
year and average capital. Undoubted- 
ly the authors would justify their 
treatment by saying that the book is 
used by students of varying abilities, 
and the good student can skip the 
obvious examples. In developing the 
problems of consolidations Bulletin 
No. 51 of the American Institute of 
Certified Public Accountants is con- 
sidered, as are the complicated prob- 
lems of multiple companies with 
inter-related holdings of shares. 


Other chapters deal with venture 
accounts, consignments, installment 
sales, the statement of affairs, realiza- 
tion and liquidation reports, com- 
pound interest and annuities, home 
and branch accounting and foreign 
exchange. These topics are developed 
from the beginning without reference 
to the other books in the series. As 
a result, the treatment does not 
handle the subjects in the manner 
that a reader might expect from the 
word “advanced”. 


Authors of accounting series are 
faced with the dilemma of writing in 
such a manner that each book can be 
used by students who may not have 
used an earlier book in the series or 
who will not go on to a later book. 
Even where the students use the full 
series over a period of several years, 
it is impossible to keep all the books 
up to date. This is particularly im- 
portant in respect to taxation, and 
since three books cannot be revised in 
less than five or six years, the tax 
aspects of the subject are usually ig- 
nored. This book is no exception, and 
the prospective reader should scrutin- 
ize the chapter headings to determine 





92 THE CANADIAN CHARTERED ACCOUNTANT, JANUARY, 1961 


whether the subject he is interested in 
is included. He should not assume 
that advanced accounting concepts 
are being argued and weighed and 
that the elementary work commenced 
in the previous books will be con- 
cluded herein. Nonetheless, the 
student who is concerned with 
accounting methods of the subjects 
mentioned will find a straightforward 
exposition that is exceptionally well 
written and easy to follow. 
F. H. Buck, F.C.A. 
Toronto, Ontario 


“Bankruptcy Law of Canada”, by 
L. W. Houlden and C. H. Morawetz; 
\ published by The Carswell Co. Ltd., 

Toronto, 1960; 510 pages; $21.00. 


For all who may become involved 
in the subject of bankruptcy — and 
few members of the business com- 
munity manage to escape nowadays 
—this new publication should prove 
helpful. In this volume, Carl Mora- 
wetz, the editor of previous texts on 
this subject, has joined forces with 
L. W. Houlden, and between them 
the authors have produced a work 
which is considerably more substan- 
tial than the usual annotated copy 
of the Bankruptcy Act with case re- 
ferences. 


For the businessman there is a spe- 
cial introduction which describes the 
purpose and extent of bankruptcy 
legislation, and this, together with the 
careful explanations provided by the 
authors when reviewing the “defini- 
tion” sections of the Act, will serve to 
dispel a great deal of the mystery 
surrounding bankruptcy. 

The professional accountant will 
find useful the topical commentaries 
accompanying each related group of 
sections of the Act. These com- 
mentaries suggest the more important 


problems which are likely to be en- 
countered and generally give clear- 
cut solutions based on case law and 
the authors’ experience. 

The banker should find extremely 
useful the information concerning the 
position of secured creditors under 
the Act, information which is most 
difficult to obtain from merely read- 
ing the Act itself. 

The trustee will find the book con- 
siderably more helpful than many 
previous works chiefly because of the 
topical commentaries referred to, and 
also for the special “check lists” of 
trustee administrative procedures and 
the many useful precedents provided 
by the authors. 

The solicitor will find this text to 
be a useful reference to the Act and 
the case law, and the review of the 
constitutional aspect of the law 
should be of particular interest. Not 
only the voluminous references to 
case law but the authors’ comments 
throughout the book on matters 
which have yet to be decided by the 
courts should be of value. 

In the reviewer's experience as a 
trustee, the problems which are most 
frequently raised in insolvency mat- 
ters are perhaps as follows: 

Landlord and insolvent tenant. 


Illegal preference obtained by an 
individual creditor. 

Status and rights of secured cred- 
itors. 

Special rights of certain creditors 
by virtue of the Provincial Mech- 
anics’ Lien Acts. 

In this text, the authors have pro- 
vided a careful analysis of each of 
the foregoing subjects, and for these 
alone this work will be a worthwhile 
addition to the bookcase in every 
business and professional office. 

A word of caution is appropriate. 
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The authors have produced a very 
readable text, and it would be quite 
easy for the uninitiated to assume 
that a comment or a case reference 
contained therein provides the whole 
solution to a specific problem. It 
should be remembered that bank- 
ruptcy is a complicated subject and 
that this is a legal text, not a “do it 
yourself” exposition. While it is writ- 
ten to be understood by the layman, 
it should certainly not be used by the 
professional accountant or student-in- 
accounts as a substitute for the 
opinion and advice of a competent 


solicitor. 
J. L. Bouvet, C.A. 
Toronto, Ontario 


\— BOOKS RECEIVED 
“\ “The Elements of Group Insurance” by 
‘\G. N. Watson; published by The Institute of 
Chartered Life Underwriters of Canada, To- 
ronto; 156 pages; $5.00 
“The Elements of Insured Pension Plans” 


\ by Hall and Spurr; published by The Insti- 


tute of Chartered Life Underwriters of 
Canada, Toronto; 136 pages; $4.50 

Both books may be purchased from the 
publishers as a set for $9.00. While each 
publication was written for the chartered 
life underwriters’ program of study, they 
will be of interest to anyone concerned 
with group insurance and group pension 
plans. An excellent source of reference, 
they can be readily understood by those 
who are not actuaries but who need to 
have a working knowledge of these sub- 
jects. 


“CCH Canadian Sales and Excise Tax 
Guide”, 11th ed., 1960-61; published by 
CCH Canadian Ltd., Toronto; 538 pages; 
$4.00 

The 11th edition of this guide summar- 
izes the law amended to October 1, 1960 
and sets out the nature of liability for sales 
tax followed by an alphabetical list of 
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exemptions. It also discusses computation 
of the tax, remittance, deductions and re- 
funds. 


“Double Taxation”, by C. E. Garland and 
P. F. Hughes; published by Taxation Pub- 
lishing Co. Ltd., London, 1960; 213 pages; 
30/10d 

This book covers all the double taxation 
agreements in force between the U.K. and 
other countries with reference to the ma- 
chinery of credit relief, agreements with 
Eire, unilateral relief, exempt income and 
decided cases. 


“CCH Workmen’s Compensation” (3rd ed., 
1960); published by CCH Canadian Ltd., 
Toronto; 609 pages; $6.00 

This book contains the full text of each 
province’s Workmen’s Compensation Act as 
amended in 1960, as well as pertinent regu- 
lations. It also gives a comparative 
summary of the legislation introducing 
workmen’s compensation and charts show- 
ing disability benefits, death rates and 
schedules of occupational diseases. 


Publishers’ Addresses 

The New York Certified Public Accountant, 
355 Lexington Ave., New York 17, N.Y. 

The Journal of Finance, William W. Al- 
berts, Graduate School of Business, Uni- 
versity of Chicago, Chicago 37, Ill. 

The Analysts Journal, 82 Beaver St., New 
York 5, N.Y. 

Dun’s Review, 99 Church St., New York 8, 
N.Y. 

Monthly Review, Bank of Nova Scotia, 44 
King St. W., Toronto 1, Ont. 

Prentice-Hall Inc., Englewood Cliffs, N.J. 

The Carswell Co. Ltd., 145 Adelaide St. 
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The Institute of Chartered Life Under- 
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London W. 1, England. 
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SoLvinc Funp STATEMENT PROBLEMS 
By THE “T” Account METHOD 


John R. E. Parker, C.A., 

Riddell, Stead, Graham & Hutchison 

The income statement of a business 
entity portrays to its user a variety 
of information relating to the operat- 
ing results of the business during the 
period covered by the statement. In 
conjunction with its related statement 
of surplus, the income statement ex- 
plains the changes that have occur- 
red in one item on the balance sheet, 
namely, retained earnings. The bal- 
ance sheet, on the other hand, is in 
many respects analogous to a snap- 
shot; it is a cumulative statement 
showing the financial position of the 
business as at the balance sheet date. 
Since the accounting period of a 
business entity is bounded by two 
balance sheets, it follows, therefore, 
that a comparative balance sheet is 
useful for presenting changes in bal- 
ance sheet accounts. The source and 
application of funds statement, how- 
ever, serves the additional purpose of 
explaining the changes that have oc- 
curred in the non-current balance 
sheet items. The changes in individ- 
ual current asset and current liability 
accounts, although important in 
statement analysis, are better exam- 
ined separately, probably in associa- 
tion with an examination of the cur- 
rent ratio. Only the net change in 
working capital as a single figure need 
be explained in a source and applica- 
tion of funds statement. 


The “funds” referred to in the 
statement title are the various eco- 
nomic values that change hands in 
business transactions or that other- 
wise exist in the assets of a business. 
The purpose of the statement is to 
disclose the sources of working cap- 
ital and the uses made of this working 
capital during a given period, usually 
a year. The source and application 
of funds statement is not a classified 
summarization of ledger account bal- 
ances, as are the balance sheet and in- 
come statements. Essentially the 
preparation of a source and applica- 
tion of funds statement involves a 
rearrangement of data pertaining to 
changes in asset and equity items, to- 
gether with an analysis and recon- 
struction of the account balances from 
which the balance sheet and income 
statement were prepared. One basic 
fact which many fail to realize is 
that changes in working capital are 
the result of changes in the various 
non-current accounts of the entity. 


One of the principal sources of 
funds is, of course, provided by op- 
erations. In a strict sense the gross 
revenues received by a business con- 
stitute a source of funds, while the 
charges against revenue requiring an 
outlay of working capital are an ap- 
plication of funds. As a short-cut cal- 
culation, and in order to minimize 
repetition of income statement data, 
it is common practice to start with 
net income and adjust this amount for 
the various charges and credits not 
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affecting working capital. According- 
ly, as a general rule, in all cases 
where the net income is used as a 
source of funds, adjustments must 
be made for items appearing on the 
income statement that do not involve 
an outlay or receipt of working cap- 
ital. No adjustment is necessary for 
transactions not involving funds if, as 
is sometimes the case, these transac- 
tions are recorded through surplus. 


Of the various techniques avail- 
able for preparing a source and appli- 
cation of funds statements, the “T” 
account method is perhaps the most 
straightforward. Writing in The Jour- 
nal of Accountancy of June, 1946, 
Professor William J. Vatter presented 
the first published description of this 
method. The procedure, with minor 
variations from that proposed by 
Vatter, is as follows: 


1. Compute the net change in work- 
ing capital. A schedule of working 
capital is not part of a source and 
application of funds statement; 
therefore, unless such a schedule 
is specifically required do not pre- 
pare one. 


2. Set up a working capital “T” ac- 


count and enter therein the net 
change in working capital. An in- 
crease in working capital is, of 
course, entered as a debit, while a 
decrease is shown as a credit. 


3. Set up “T” accounts for each non- 


current item on the balance sheet 
and enter therein the net changes 
which have occurred during the 
period. The changes representing 
increases in debit balance accounts 
or decreases in credit balance 
accounts are entered as debits in 
the appropriate “T” account. Con- 
versely, the changes represent- 
ing increases in credit balance 
accounts or decreases in debit 


95 





balance accounts are entered as 
credits. These changes are read- 
ily available when working from 
a comparative balance sheet; 
otherwise they are determined by 
subtracting the amounts in the 
opening balance sheet from those 
in the closing one. 


Rule off the net changes recorded 
in the various “T” accounts. A 
single line across the account is 
satisfactory. 


. From analysis of available in- 


formation reconstruct the trans- 
actions which brought about the 
net change recorded in each in- 
dividual “T” account. All items 
appearing on the income state- 
ment that do not involve funds, 
together with all current asset and 
current liability items, are debited 
or credited as appropriate, to the 
working capital “T” account. A 
net income is debited to the work- 
ing capital “T” account, while 
conversely a credit is made in in- 
stances involving a net loss. 


. After utilizing all the information 


available, any differences between 
the net changes recorded in the 
“T” accounts and the various 
amounts posted to the same ac- 
counts are interpreted in the most 
logical way. 

Foot and balance all “T” accounts. 
Each “T” account should contain 
postings that in net total equal the 
change originally recorded in the 
account. 


. The source and application of 


funds statement is prepared from 
the information contained in the 
working capital “T” account. The 
sources of funds appear on the 
debit side of the account, the ap- 
plications on the credit side. 
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Illustrative Problem 
FINAL EXAMINATIONS, OCTOBER 1956 


Accounting I, Question 4 
The Directors of Y Co. Ltd. find that they are unable to pay the year 
end dividend to the shareholders without borrowing. They are puzzled as 
to the reasons for the small cash balance and weak current position since the 
net profit for the current year was the largest in the company’s history. 
CA has been engaged by the management of Y Co. Ltd. to assist in pre- 
aring an explanation of the situation for the directors. CA is given the 
avwins condensed balance sheets as at September 30, 1955 and 1956: 


Y CO. LTD. 


BALANCE SHEET 

as at September 30 
Increase 

or 

ASSETS 1955 1956 (decrease ) 
Cash on hand and in bank .......... $ 150,000 $ 40,000 $( 110,000) 
Accounts receivable (net) . POR a hens 345,000 550,000 205,000 
Inventories - 505,000 610,000 105,000 
Prepaid expenses .... 20,000 35,000 15,000 


Cash surrender value of life insurance policy 25,000 30,000 5,000 


Investments ................. Psa 300,000 77,000 
Investment in subsidiary company . 190,000 15,000 
Non-current advances to subsidiary company 25,000 25,000 
Sinking fund cash 7,000 2,000 
WN oo oea2..3 170,000 20,000 
Buildings ..... 550,000 100,000 
Accumulated depreciation—Buildings (148,000) 56,000 
Equipment 845,000 343,000 
Accumulated depreciation—Equipment (290,000) 130,000 
Patent rights 18,000 18,000 
Organization expenses pete ep at ee A 40,000 (10,000) 
Bond discount and expense . 10,000 (5,000) 


$2,982,000 


Notes payable ......... $ 60,000 30,000 
Accounts payable and accrued charges 654,600 269,600 
Dividends payable ............. 45,800 (2,200) 
First Mortgage bonds Serial “A” 50,000 (50,000) 
First Mortgage bonds Serial “B” .... 400,000 100,000 
Capital stock—preference shares ..................... 450,000 50,000 
Capital stock—common shares . 720,000 20,000 
Premium on issue of preference shares t 7,000 1,000 
Increment arising from appraisal 

of fixed assets _ 150,000 150,000 
Reserve for contingencies 50,000 25,000 (25,000) 
Earned surplus ..................... 344,000 419,600 75,600 


$2,363,000 $2,982,000 
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CA’s analysis of the accounts discloses the following information relating 
to the transactions during the year ended September 30, 1956: 

(i) The company sold all its investments for $220,000 and invested 
$300,000 in securities providing a higher rate of return. 

(ii) Dividends of $3,000 received from the subsidiary company were 
credited to “Investment in subsidiary company”. The Y Co. Ltd.’s share of 
the subsidiary’s net profit for the year — $18,000 — was charged to this account 
and credited to “Sundry income”. 

(iii) As at October 1, 1955, the fixed assets were appraised by an in- 
dependent appraisal company. On this basis, the fixed assets and accumu- 
lated depreciation accounts were adjusted as at that date to reflect the 
following: 


Undepreciated Net 

value Depreciation value 
Land sacks shite ul boas aut levees a $ 170,000 
Buildings pitt ea Or HS ack MORAL Seliad 550,000 $120,000 430,000 
Equipment . Ie Re ee 620,000 220,000 400,000 


$1,340,000 $ 340,000 $1,000,000 











The net increase was credited to “Increment arising from appraisal of 


fixed assets”. 


(iv) Additional equipment was purchased at a cost of $250,000. 

(v) Equipment carried in the accounts at $25,000 less accumulated de- 
preciation of $15,000 was sold for $12,000. The resulting profit was credited to 
“Profit on disposal of equipment”. 

(vi) $50,000 was deposited with the sinking fund trustee in cash. 
$50,000 Serial “A” Bonds were purchased from these funds for $48,000 
and cancelled. The discount on retirement was credited to “Bond discount 
and expense”. 

(vii) The net of discount on retirement and unamortized bond discount 
and expense applicable to the Serial “A” bonds — $500 — was transferred 
from “Bond discount and expense” to “Profit on retirement of bonds”. 

(viii) $100,000 Serial “B” bonds were sold for $96,000. 

(ix) 2,000 common shares of a par value of $10 each were issued for 
patent rights taken over. 

(x) 500 preference shares of a par value of $100 each were issued and 
sold for cash. 

(xi) The Company was defendant in a damage suit and the costs in 
connection therewith of $25,000 were charged to “Reserve for contingencies”. 

(xii) The summary of the earned surplus account was as follows: 
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Dr. Cr. 

Balance October 1, 1955 - Selina reas Moot $344,000 
Net income for the year ae ieee 150,000 
Organization expenses written off hg $ 10,000 
Dividends: 

Peed ORE NED UNNI 28 Forsch deste nbiescdlderitasccneninciese / ROOD 

Payable October 1, 1956 LF ag Fad. ssssse. 45,800 
Balance September 30, 1956 ; cevsctsesss.ss 419,600 


Required: 
Statement of source and application of funds and the schedule of changes 
in working capital which CA would prepare for submission to the directors. 


Suggested Solutions: 

In the following suggested solution, the postings to the “T” accounts 
are keyed numerically to the journal entries. Those entries derived directly 
from the information given in the problem are identified. It will be noted 
that journal entries numbers 18 to 22 inclusive exemplify the reconstruction 
of “hidden” transactions. As previously indicated, such transactions require 
interpretation in the most logical manner. 


Y CO. LTD. 


SCHEDULE OF WoRKING CAPITAL 


September 30 Working Capital 
1956 1955 Increase Decrease 
Current Assets 
Sa $ 40,000 $ 150,000 $ 100,000 
Accounts receivable (net)... 550,000 345,000 $ 205,000 
Inventories 610,000 505,000 105,000 
Prepaid expenses ................... 15,000 


Current Liabilities 
Notes payable .... $ 60,000 
Accounts payable and 
accruing charges 654,600 
Dividends payable .............. 45,800 2,200 


$ 327,200 


Working Capital $ 474,600 
Decrease in working 
capital 82,400 


$ 557,000 557,000 
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Working Capital 


82,400 
Investments sold 220,000 (1)} (2) 300,000 Investments purchased 
Loss — investments 3,000 (1)} (4) 18,000 Share subsidiary profit 
Dividends — subsidiary 3,000 (3)} (6) 250,000 Equipment purchased 
Equipment sold 12,000 (7)| (7) 2,000 Gain — Disposal of equip- 
ment 
Sale of bonds 96,000 (11)} (8) 50,000 Sinking fund deposit 
Sale of preference shares 51,000 (13)}(10) 500 Profit — bond retirement 
Net income 150,000 (15)/(14) 25,000 Damage suit 
Depreciation 113,000 (20)|(17) 64,400 Dividends 
Patents written off 2,.000 (21)|/(18) 5,000 C.S.V. Life Insurance 
Bond discount amortized 7,500 (22)}(19) 25,000 Advances to subsidiary 
657,500 739,900 
_ Balance 82,400 
ctly 739,900 739,900 
ted 


tion 
uire 


C.S.V. Life Insurance Investments 
5,000 l 77,000 | 
5,000 (18) | 300,000 (2) | (1) 223,000 


. , Non-current Advances 

Investment in Subsidiary Company to Subsidiary Company 
eared cartnmenniiicox: se 
_ 18000 T5000 25,000 | 


Sinking Fund Cash —_ 

held by Trustee ie aR 
aoe 25,000 (19){ ~~ — 
$0,000 (8) | (8) 48,000 ashen 
ae se Accumulated Depreciation— 

Buildings 
— | 56,000 
Pasi ask (30) 28,000 
100,000 Lae 





Equipment Acc ne — 

343,000 — ca 
250,000 (6) | 15,000 (7) | (5) 60,000 
EN | (20) 85,000 


Patent Rights Organization Expenses 
al a aad, | 10,000 
20,000 (12) | (21) 2,000 | (16) 10,000 
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Bond Discount and Expense First Mortgage Bonds Serial A 
l 5,000 ~50,000-— | : 

~ 500 (10) | (9) 2,000 50,000 (9) | 
4,000 (11) | (22) 7,50 saci researc cata 


Capital Stock — 
First Mortgage Bonds Serial B annals as 
| 100,000 ———7— 50,000 


_(11) 100,000 8) _ 80,000 


Capital Stock— 
Common Shares Premium on Issue 
| 20,000 of Preference Shares 


me: 2) 20,000" ay _ 1,000 — 
=== _ | (13) 1,000 


Increment Arising from 

Appraisal of Fixed Assets Reserve for Contingencies 
| 150.0000 25,000 (14) | itit«*” 
| (5) ; 25.000 | 


Earned Surplus 
75,600 
10,000 (16) | (15) 150,000 
64,400 (17) | 





Supporting Journal Entries 


. Working capital 
Working capital 
Investments Bid ; 
Sale of investments, loss charged to profit and loss 
Investments Sushi sees aesiis 
Working capital 
Purchase of investments 


Working capital 
Investment in subsidiary company 
Dividends received from subsidiary company 
. Investment in subsidiary company 
Working capital eee 
Share of subsidiary’s net profit credited to 
profit and loss 


. Land 
Buildings 
Equipment 
Accumulated depreciation — buildings 
Accumulated depreciation — equipment . 
Increment arising from appraisal of fixed assets . 
Adjustment re appraisal of fixed assets 
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(iv) 


(v) 


6. 


re 


Equipment 
Working capital 
Purchase of fixed assets 


Working capital 

Accumulated depreciation — equipment 
Equipment 
Working capital 

Disposal of equipment, gain credited 
to profit and loss 


. Sinking fund cash held by trustee 


Working capital 
Deposit with Trustee 


. First mortgage bonds Serial A . 
Sinking fund cash held by Trustee ...............0....00-. 
Bond discount and expense .................0::000:seee ' 


Bond retirement 


. Bond discount and expense : 
NN NMA MTR 2 FE ieee cane taecastassvivaesehiee Sts 


Profit on retirement of bonds 


. Working capital 


Bond discount and expense 
First mortgage bonds Serial B 
Bonds issued at a discount 


. Patent Rights 


Capital Stock — Common shares 
Common shares issued for patent rights 


. Working capital 


Capital stock — Preference shares ...................0.... oa 


Premium on issue of preferred shares 
Preference shares issued at a premium 


. Reserve for contingencies 


Working capital 
Costs of damage suit 


. Working capital 


Earned surplus . 
Net income 


. Earned surplus ... 


Organization EXPENSES .........5....c..ccsccccesscsecsseceeeseese 
Organization expenses written off 


SMI OI 8 ea, Ss 5 ss bys beatae 


UTR NSD Fes 552s a visa psaacwcteseeestaxoopseis. 
Dividends 


. C.S.V. Life Insurance 


Working capital 
Increase in C.S.V. life insurance 


. Non-current advances to subsidiary company 


Working capital 
Advances to subsidiary company 


. Working capital 


Accumulated depreciation — Buildings 
Accumulated depreciation — Equipment 
Depreciation provided 


50,000 


48,000 
2,000 


500 


100,000 


20,000 


50,000 
1,000 


25,000 


150,000 


10,000 


64,400 


5,000 


25,000 


28,000 
85,000 
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. Working capital ............ 2,000 
Patent Rights 2,000 
Patents written off 
. Working capital 7,500 
Bond discount and expense 7,500 
Bond discount amortized 


Y CO. LTD. 


STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
year ended September 30, 1956 


Funds provided 
By operations 
Net income 
Add: Charges not requiring funds 


Loss on sale of investments ..... 
Depreciation 

Patents written off .. 

Bond discount amortized 


Deduct: Credits not providing funds 


Share of subsidiary’s profits ................ 

Gain on disposal of equipment . 

Profit on retirement of bonds 

Increase on C.S.V. life insurance . ; $250,000 


Sale of investments 220,000 
Dividends received from subsidiary 3,000 
Sale of equipment .. 12,000 
Sale of First Mortgage Bonds Serial B 96,000 
Sale of preference shares ... 51,000 


632,000 


Funds applied 


Purchase of investments 

Purchase of equipment . 

Deposited with sinking fund trustee 

Costs of damage suit .................. 3 

Dividends _ see sda 

Advances to subsidiary Sop ance sage 714,400 


Decrease in working capital Sorte peti tit a $ 82,400 
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References for Further Reading 

Anthony, “Management Accounting”, re- 
vised edition, Richard D. Irwin, Inc., 
1960, chap. 12. 

Holmes, Maynard, Edwards, and Muir, (3rd 
ed.), “Intermediate Accounting”, Richard 
D. Irwin, Inc., 1958, chap. 27. 

Horngren and Leer, “C.P.A. Problems and 
Approaches to Solutions”, Prentice-Hall, 
Inc., 1959, pp. 197-204. 

Greer, L. N., “The T Account Method for 
Solving Fund Statement Problems”, The 
Canadian Chartered Accountant, May, 
1953, p. 211. 

Vatter, W. J., “Direct Method for Prepara- 
tion of Fund Statements”, Journal of 
Accountancy, June 1946, p. 479. 

The “T” account method can, of 
course, be significantly shortened 


from that presented above. Most of 
the transactions affecting both work- 
ing capital and non-current accounts 
can be posted directly to the appro- 
priate “T” account without the prep- 


aration of supporting journal entries. 
As a minimum it is generally neces- 
sary to use “T” accounts for fixed 
assets, accumulated depreciation, and 
earned surplus, in addition to working 
capital. Depending on the circum- 
stances, the other “T” accounts can 
usually be eliminated without ad- 
versely affecting the accuracy of the 
method. 


The Panel 

Due to rotation of membership and 
to an amended policy respecting the 
material appearing in this depart- 
ment, the composition of the panel of 


103 


contributing members will change 
commencing with the March 1961 is- 
sue. 

The change in policy is to return 
to publishing material more directly 
connected with the courses of instruc- 
tion, rather than the fringe-interest 
subject matter such as that published 
in the past year. We trust this will 
enhance the value of our efforts to 
assist the student. 

The new panel members, all of 
whom are chartered accountants fully 
engaged or experienced in the in- 
struction of students, are keenly 
aware of the areas of study which can 
best be supplemented by this depart- 
ment. They are: 

Robert N. A. Kidd, partner of Mc- 
Donald, Currie & Co., Montreal. 
Kenneth H. C. Laundy, director of 
staff training, Clarkson, Gordon & 

Co., Toronto. 

Prof. C. L. Mitchell, University of 

British Columbia, Vancouver. 

John R. E. Parker, director of staff 
training, Riddell, Stead, Graham & 

Hutchison (Montreal). 


Prof. J. E. Sands, University of Tor- 
onto, Toronto. 

Derek C. R. Horne, personnel man- 
ager of Touche, Ross, Bailey & 
Smart, Montreal (Editor). 

A vote of appreciation is recorded 
here for the assistance so freely given 
by the following retiring members: 
W. H. Corner, D. H. Hall, M. Hub- 
bell, K. A. MacKenzie, A. C. Ryley, 
and R. F. Selby. 





NEWS OF OUR 


Alberta 

Watt, Gower & Ogilvie, Chartered Ac- 
countants, 10040 - 106 St., Edmonton, an- 
nounce the admission to partnership of J. 
G. Olthuis, C.A. 

John Devine, C.A. has been elected 
president of the newly organized Calgary 
chapter of the Institute of Internal Audi- 
tors. Other chartered accountants elected 
to office are James Currie, C.A. (secretary); 
William Drummond, C.A. (treasurer) and 
John Arkell, C.A. (governor). 


British Columbia 

Rickard, Crawford & Co., Chartered Ac- 
countants, announce the opening of an of- 
fice for the practice of their profession at 
93 Commercial St., Nanaimo. 

A. A. Waring, C.A. announces the re- 
moval of his office to No. 811, 718 Gran- 
ville St., Vancouver 2. 

J. R. Bazell & Co., Chartered Account- 
ants, announce the removal of their offices 
to Ste. 402, 434 W. Georgia St., Vancou- 
ver 2. 

A. D. Hamilton, C.A., announces the 
removal of his office to 1013-675 West 
Hastings St., Vancouver 2. 


Manitoba 


Moran, 
countants, 


Fenton & Co., Chartered Ac- 
and E. D. Marchant & Co., 
Chartered Accountants, announce the mer- 
ger of their practices. Henceforth the 
practice of their profession will be carried 
on under the firm name of Moran, Fenton, 
Marchant & Co., Chartered Accountants, 
with offices at 919 Grain Exchange, Win- 
nipeg, and 511 St. Mary’s Rd., Winnipeg. 

J. W. Abbott & Co., Chartered Account- 
ants, announce the removal of their offices 
to 301-373 Broadway Ave., Winnipeg 1. 


New Brunswick 

Lee & Martin, Chartered Accountants, 
announce the admission to partnership in 
their Fredericton office of J. A. Smallman, 
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B.Com., C.A. and in their Saint John of- 
fice of J. E. Cook, B.Com., C.A. 


Nova Scotia 

E. L. Pursey, C.A. has been appointed 
comptroller of Dominion Steel & Coal Corp. 
Ltd., Montreal. 


Ontario 

G. M. Feldt, C.A. announces the opening 
of an office for the practice of his profession 
at the Bathurst Towers Bldg., Ste. 301, 
2828 Bathurst St., Toronto 19. 

S. B. Baptie, C.A. has been appointed in- 
ternal auditor of the Ontario Hospital As- 
sociation, Toronto. 

B. H. Cook, C.A. has been appointed 
provincial auditor for Prince Edward 
Island. 

Murray Grossman, C.A. and F. L. Karp, 
C.A. announce the dissolution of the part- 
nership of Grossman, Karp & Co., Chartered 
Accountants. The practice will continue 
under the name of Murray Grossman & Co., 
Chartered Accountants, with offices at 2828 
Bathurst St., Toronto 19. 

McColl, Turner & Co., Chartered Ac- 
countants, 362 Queen St., Peterborough, an- 
nounce the admission to partnership of J. 
A. Naish, C.A. 

Pollock, Lyttle & Co., Chartered Ac- 
countants, St. Catharines, announce the ad- 
mission to partnership of R. D. Durward, 
C.A. 

Chagnon, MacGillivray & Co., Chartered 
Accountants, 46 Jackson St. E., Hamilton, 
announce the admission to partnership of 
P. D. Green, C.A. 

Campbell, Lawless, Parker & Black, 
Chartered Accountants, and  Punchard, 
Grant & Co., Chartered Accountants, an- 
nounce the merger of their practices. 
Henceforth practice of the profession will 
be conducted under the firm name of 
Campbell, Lawless & Punchard, Chartered 
Accountants, with offices at 159 Bay St., 
Toronto. 

Continued on page 106 
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2 NEW BOOKS .... 


for EXECUTIVE READING, from 


THE CANADIAN INSTITUTE OF 
CHARTERED ACCOUNTANTS 


MANAGEMENT PLANNING 


This brochure explains the principles of management planning and 
shows how the application of its techniques can be influencing factors 
in company growth and development. There are ten chapters point- 
ing the way to a better understanding of organization for planning, 
market and sales forecasting, manpower, materials, production, 
facilities, product and financial planning. The brochure opens new 
avenues to effective management. $2.00 


PRINCIPLES OF ESTATE 
PLANNING 


A collection of eight, important CANADIAN CHARTERED AC- 
COUNTANT articles, this brochure should prove helpful to account- 
ants, lawyers, trust officers and life underwriters. Among the topics 
covered are the function of a trust, the use of life insurance, tax 
effect on lifetime gifts and the corporation in estate planning. In ad- 
dition, there are chapters on foreign aspects in estate planning, the 
role of the lawyer and a description of how an estate tax return is 
prepared. $2.00 






















Important Additional Reading 


FINANCIAL REPORTING IN CANADA 
(3rd Edition, 1959) 

A study of the accounting aspects of the annual reports of 300 Can- 

adian companies for the years 1955 to 1958 inclusive. More than 

60 tables and accompanying commentaries show the current trends 

in financial reporting. 

(Members $4.00) 









$5.00 

















THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 
69 Bloor St. East, Toronto 5, Ontario. 





Enclosed is my remittance of $........00000............000005. ..... Please send me: 


() Management Planning 


[) Principles of Estate Planning 
C] Financial Reporting in Canada 








MPI sc fesrxeiclecansaidcalnabetiace etek stated ju calar ate ae ess aa ne Rel dsdds 











Address .... oN: SUE s Sia res ORS OE RR EA Le. $i eR pana sae 
Orders of less than $5.00 should be accompanied by remittanc 
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Continued from page 104 

G. S. Edwards, C.A. has been appointed 
comptroller of Leo Contracting Co. Ltd., 
Downsview. 

K. Eddis Greenwood, F.C.A. announces 
the opening of an office for the practice 
of his profession at 58 Berwick Ave., To- 
ronto 7. 

G. S. Pover, C.A. has been appointed 
controller of General Tire & Rubber Co. of 
Canada Ltd., Industrial Products Div., Wel- 
land. 


Quebec 

Gerald d’Amboise, c.a. annonce |’ouver- 
ture de son bureau a Carleton-sur-Mer, 
Bonaventure, pour l’exercice de sa _profes- 
sion. 

Pierre Bachand, C.A. has been appointed 
comptroller and secretary of Walter M. 
Lowney Co. Ltd., Montreal. 

D. M. Williams, C.A. has been appointed 
treasurer of Dalfen’s Ltd. and its sub- 
sidiary Mary Morgan Inc., Montreal. 

Greenshields & Co Inc has announced 
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the appointment of Kenneth Hayes, C.A. 
as controller of its head office in Montreal. 

J. A. Laing, B.Com., C.A. has been ap- 
pointed a director of The Wawanesa Mu- 
tual Insurance Company. 

N. R. Brining, C.A. has been appointed 
comptroller of Bushnell T.V. Co. Ltd., Ot- 
tawa. 


OBITUARY 
We regret to announce the death of the 
following member: 
ALWYN WILFRED STEMPEL — A prac- 
tising member for 32 years who died in 
Calgary on October 18, 1960. Admitted to 
the Saskatchewan Institute in 1928 and 
made a Fellow in 1940, he practised in 
Saskatoon and Lloydminster and was a past 
president of the Saskatchewan Institute. 
During World War II he served with the 
R.C.A.F. at Headquarters Command at 
Ottawa. In 1945 he joined the Alberta In- 
stitute and was associated with Harris, Fin- 
garson & Co. in their Calgary office until 
his retirement in May 1960. 


INSTITUTE NOTES 


ONTARIO INSTITUTE 


Proposed Merger with C.P.A. Association 
of Ontario 


The following letter has been sent to all 
members of the Ontario Institute. 


December 20, 1960 
To all members: 

In 1950 the members of The Institute of 
Chartered Accountants of Ontario and of 
The Certified Public Accountants Associa- 
tion of Ontario sponsored legislation to 
control public accounting in Ontario 
through the Public Accountancy Act. Dur- 
ing the last ten years the two organizations 
have worked closely together and differ- 
ences between our standards have been 
largely eliminated. However, the continua- 
tion of two professional organizations in the 
same field has created confusion in the 
minds of the public and is an impediment 


to our development and proper recognition 
as a profession. This has not been in the 
public interest. 


With this in mind, a committee appoint- 
ed by your Council has met with a com- 
mittee appointed by the Board of Gover- 
nors of the Association and reached general 
agreement as to the desirability of a mer- 
ger of the two organizations, to be car- 
ried on as The Institute of Chartered 
Accountants of Ontario with a combined 
membership of 4962. 


Agreement has been reached on the ma- 
jor policy matters and approved at meet- 
ings of the Council of the Institute on 
November 21, 1960 and of the Board of 
Governors of the Association on November 
22, 1960. 

The main matters of policy included in 
this agreement are: 
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. Membership of the merged groups: All 

members of the C.P.A. Association of 
Ontario as of the date of the merger 
shall be admitted to membership of 
the Institute as Chartered Accountants. 


. The Ontario C.P.A. designation shall 
be given up and the rights to its use 
reserved to the merged body. 

. The merged body shall be known as 
“The Institute of Chartered Account- 
ants of Ontario”. 

Educational requirements for admis- 
sion: The Association recognizes and 
accepts that the Council of the Institute 
has approved in principle the require- 
ment that, by 1970 at the latest, uni- 
versity graduation should be the mini- 
mum entrance standard for students- 
in-accounts. 


Licensees under the Public Account- 
ancy Act other than members or stu- 
dents of the qualifying bodies should 
be permitted to write the final exam- 
inations of the Institute, if they wish, 
and be eligible to apply for member- 


ship in the Institute, if successful. 


All students of the Association of 
C.P.A.’s of Ontario at the date of the 
merger will have the right to continue 
their studies and type of experience, 
the qualification earned on satisfactory 
completion of their studies, experience 
and examinations being “Chartered 
Accountant”. 

Provision of accounting education and 
designation(s) after the merger, for 
new students not in public practire: 


(a) The Institute will, after the mer- 
ger, accept as students, suitably quali- 
fied persons who concurrently secure 
experience such as is presently satis- 
factory to the C.P.A. Association, un- 
der the supervision of a member of 
the Institute. Such students on ful- 
filling study, length of experience and 
examination requirements of the Insti- 
tute will receive a separate designation 
such as “A.C.A.”. These students, up- 
on graduation as members of the In- 
stitute will not be eligible for public 
accounting licenses without some mini- 
mum period of practical public ac- 
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counting experience, upon completion 
of which they shall be entitled to the 
designation “C.A.”. 

(b) The Council of the merged body 
will study the necessity of continuing 
to provide facilities for the training of 
accountants in industry. 

C.P.A. groups in other provinces: The 
Institute recognizes the problem faced 
by the C.P.A. groups outside of On- 
tario and agrees to make the Chartered 
Accountant Institutes in the provinces 
concerned, aware of the formula which 
is adopted in Ontario. Further, the 
Institute agrees to bring such influence 
as it can to bear on the provincial 
C.A. Institutes concerned, in the hope 
that negotiations between the C.A.’s 
and C.P.A.’s or R.P.A.’s in those pro- 
vinces will be undertaken. 


Council of the Institute: Initially the 
Council of the merged organization 
shall consist of the 20 members of the 
Institute Council and the 15 members 
of the Association’s Board, as of the 
date of the merger. The combined 
Council is to determine its own event- 
ual make-up and whether any ratio of 
practising to non-practising members 
sitting on the Council, is to be estab- 
lished. 

(i) Officers 

(ii) Staff and premises 

(iii) Funds 

(iv) Fees 

(v) Courses of Instruction 

These matters to be decided by the 
combined Council of the merged body, 
giving due consideration to the respon- 
sibilities of the Institute and the As- 
sociation. 

Representatives of the Institute and As- 
sociation have been particularly concerned 
with the following points in reaching this 
agreement: 


(1) The need to improve our standards 
in the profession through higher educational 
qualifications and instructional methods. 


(2) The confusion that exists in the pub- 
lic mind as to the area in which profes- 
sional competence is required and as a re- 
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sult confusion as to who is qualified to ren- 
der service. 


(3) Our responsibility to our present and 
future members and to the business com- 
munity to continue to provide qualified per- 
sonnel to hold top executive positions. It is 
in the interests of all to maintain the pub- 
lic recognition which our members in in- 
dustry have received. 


The Council of the Institute has author- 
ized a committee to continue working with 
a committee of the Association to develop 
detailed plans. You will be kept informed 
as these plans emerge. 


No final action, of course, will be taken 
before the plan is placed before a special 
meeting of the membership duly called to 
approve it. 


In the meantime, it is proposed to hold 
meetings in some of the principal cities of 
the province under the auspices of Chart- 
ered Accountants’ Clubs or as arranged by 
Council, to discuss the proposed merger. 
I would welcome written comments from 


any member who would like to let me have 
his views in order to guide us in our dis- 
cussions. 


W. J. AvEers—President 


Members’ Dance: Members responded to 
the change in the dance arrangements in 
magnificent fashion, with the result that 
the dance was sold out. (The capacity of 
the Canadian Room is 300 couples.) Com- 
ments received indicate that the form 
taken by the function this year is very 
acceptable and it seems apparent that in 
future these general arrangements will con- 
tinue. The response was particularly 
gratifying to the president and to the Dance 
Committee. 


Presentation of Certificates Ceremony: 
Members who qualified by examination in 
September 1960 will receive their certifi- 
cates at a convocation to be held in the 
Royal York Hotel at 3 p.m. on Friday, Jan- 
uary 13. There will be 220 new members 
admitted. Prizes won at the September 
examinations will be presented at this gath- 
ering rather than at the annual dinner. J. 
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A. Wilson, F.C.A., president of the Cana- 
dian Institute, will give the address of 
welcome to the new members. 


Annual Dinner: The 78th annual dinner 
will be held in the Canadian Room of the 
Royal York Hotel on Friday evening, March 
10. Full details will be given to members 
as soon as arrangements are complete. 


Advertisements for Staff: Practising mem- 
bers are reminded that some time ago the 
Committee on Professional Conduct issued 
a general direction in the matter of ad- 
vertisements for staff. The committee em- 
phasized at that time that such advertise- 
ments must be couched in objective terms, 
and that the use of subjective terms such 
as “excellent opportunity”, “above-average 
salaries” and “progressive firm”, among 
others, are considered objectionable. There 
has been a tendency recently for subjec- 
tive terminology to re-emerge in members’ 
advertisements for staff, and the commit- 
tee therefore reiterates its previous state- 
ment on the subject. 


NORTHWESTERN ONTARIO C.A. 
ASSOCIATION 


The annual meeting of the Northwestern 
Ontario Chartered Accountants Association 
was held at the Port Arthur Golf and 
Country Club on November 29, 1960. The 
following executive were elected for the 
1960-61 year: president, T. A. Saul; vice- 
president, J. H. Charnock; _ secretary- 
treasurer, J. F. Williams; directors, E. R. 
Seal and G. E. Garner. Walter Paanenen 
was awarded the Sir George A. Touche 
prize for the highest marks in the 1960 
intermediate auditing examination, and John 
Barber was presented with the Northwestern 
Ontario Association’s prize for obtaining the 
highest marks of the area in the 1960 Grade 
13 examinations. Mr. J. A. Wilson, presi- 
dent of the Canadian Institute, made the 
presentations. 


A committee was set up to prepare a 
brief for submission to the Canadian In- 
stitute on qualifications for entrance to the 
Chartered Accountants Course of Instruc- 
tion. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate, $17.00 per column inch. 


Closing date is 11th of preceding month. 


i as 
ADMINISTRATOR OF PROFESSIONAL 
COURSES required by Department of Ex- 
tension, McMaster University; salary range 
$8,000 to $10,000. 

Applications are sought from university 
graduates with a professional designation 
such as C.A., R.I.A., or C.P.A., and sev- 
eral years of successful experience as teach- 
er or practitioner. 


The candidate selected will be responsible 
for the administration of the correspondence 
instruction of some 5,000 students, which 
includes the supervision of approved 
changes in the lesson notes and methods of 
instruction, and the supervision of examina- 
tion procedures. He will also be respon- 
sible for recommending changes in curricu- 
lum and course practice. 

Replies should be directed to Director 
of Extension, McMaster University, Hamil- 
ton, Ontario. 


1960 C.A. GRADUATE desires offers for 
positions anywhere in Canada. 5 years ex- 
perience in medium sized C.A. firm. Age 
26. Box 298. 





EAST AFRICA: International firm of ac- 
countants has vacancies for young quali- 
fied men in Tanganyika and Nairobi. Start- 
ing salary up to £1,600 per annum, ac- 
cording to experience. Other terms in- 
clude house assistance, medical and pen- 
sion schemes, passage paid out and back 
and good leave arrangements. Purchasing 
power of East African pound is approxi- 
mately $4.00. Applications in confidence 
to Box 293. 





RECENT GRADUATE required by Toron- 
to C.A. Experience in medium-sized firm 
preferred. Robert G. Appleton, 139 Bond 
Avenue, Don Mills, HI-4-4454. 





ACCOUNTING PRACTICE: East central 
Ontario firm of chartered accountants 
wishes to purchase practice from practi- 
tioner contemplating retirement or trans- 
fer to other endeavours. Box 300. 


CHARTERED ACCOUNTANT — age 38, 
would like a position with partnership 
prospects where interest in student train- 
ing, writing and public speaking would be 
useful. Experience includes writing of pro- 
fessional articles, a tax column, public 
speaking and practice on own account. Box 
296. 


MEDIUM SIZE FIRM of chartered ac- 
countants in southern Ontario is interested 
in contacting a sole practitioner or small to 
medium size firm in southern Ontario in- 
terested in affiliating interests to mutual 
advantage. All replies will be acknowl- 
edged. Box 299. 


CHARTERED ACCOUNTANT — 1956 
graduate, B.Com., with broad experience, 
available on per diem basis in Toronto 
area. Box 280. 


1960 GRADUATE available as a staff 
assistant to an intrepid financial officer 
in industry willing to take on a non Anglo- 
Saxon chartered accountant. Will re-locate. 
Box 297. 


PARTNERSHIP (C.A.) 60 miles west of 
Toronto. Suitable for branch development 
or 50/50 partnership. Annual 30% increase 
reasonable expectation. Capital and/or 
fee introduction basis for negotiation. Box 
295. 


INTERMEDIATE STUDENT required for 
small firm. Ideal location and adequate 
salary for young married student. No tra- 
velling. Present staff aware of this ad- 
vertisement. Reply to Box 294, 
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BARRISTERS AND SOLICITORS 


MACLEOD, McDERMID, DIXON, BURNS, 
LOVE & LEITCH 


Barristers and Solicitors 
6th Floor, Hollinsworth Building - - ~- Calgary, Alta. 


PITBLADO, HOSKIN & COMPANY 
Barristers and Solicitors 


900 Hamilton Building, 395 Main Street - Winnipeg 2, Man. 





STEWART, SMITH & MACKEEN 
Barristers and Solicitors 


Roy Building - - - - - - - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 














Canadian Bank of Commerce Chambers - Hamilton, Ont. 


~-- GOWLING, MacTAVISH, OSBORNE & HENDERSON 
Barristers and Solicitors 


88 Metcalfe Street - - - - - - - Ottawa 4, Ont. 


BORDEN, ELLIOT, KELLEY & PALMER 
Barristers and Solicitors 
The Bank of Canada Building, 250 University Avenue - Toronto 1, Ont. 






McCARTHY & McCARTHY 


Barristers and Solicitors 


Canada Life Building, 330 University Avenue - Toronto 1, Ont. 
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McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


802 Bay Street - - - - - + - Toronto 1, Ont. 





STAPELLS, SEWELL, STAPELLS, PATTERSON & RODGERS 


Barristers and Solicitors 


112 Yonge Street - - - - - - - = Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - - - - - Toronto 1, Ont. 


DUQUET, MACKAY & WELDON 


Barristers and Solicitors 


The Royal Bank Building, 360 St. James Street West — Montreal 1, Que. 


HOWARD, CATE, OGILVY, BISHOP, COPE, 
PORTEOUS & HANSARD 


Advocates, Barristers and Solicitors 


Royal Bank Building - - - - - Montreal 1, Que. 
PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street’ - - - - - Montreal 1, Que. 
STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - - Montreal 1, Que. 


MacPHERSON, LESLIE & TYERMAN 


Barristers and Solicitors 


2236 Albert Street - - - - - = Regina, Sask. 
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LIFE INSURANCE 


NORMAN COWAN, C.L.U. 
Insurance Counsellor & Pension Consultant 
Working harmoniously with C.A., Legal Advisor and Client as one of a four-man team 
EM. 8-8365 
THE IMPERIAL LIFE ASSURANCE CO. OF CANADA _11 Adelaide St. W., Toronto 


APPRAISERS 


W. H. BOSLEY & CO. 
Professional Real Estate Appraisers and Property Managers 


SOMERSET HOUSE, 27 WELLESLEY STREET EAST, TORONTO, ONT. 


W. H. Bostey, O.B.E., F.R.I., Hon. Mem. R.I.C.S., M.A.I. 
Murray Bostey, B. Comm., F.R.I. RayMonp Bostey, C.P.M., F.R.I. 


CHAFFE, MacKENZIE & RAY, LIMITED 
Real Estate Appraisers 


372 BAY STREET, TRONTO EM. 8-2316 


R. S. CHAFFE A. D. MacKenzie, P.Ene., M.A.I. L. W. Ray, P.ENc. 
K. Jounston, A.R.I.C.S. 


SHORTILL & HODGKINS LIMITED 
Professional Appraisal 
Real Estate 
347 BAY ST., TORONTO, ONT. EM. 3-2023 
J. I. Srewart, M.Como., M.A.I., A.A.C.I. G. I. M. Younc, B.Sc., A.R.IL.C.S., M.A.I. 


THE CANADIAN CHARTERED ACCOUNTANT 


$6.00 a year 
$15.00 for three years 


69 Bloor Street East Toronto 5, Ont. 











Take a tip from me 


Banking service of the highest order 
is yours at your nearby and convenient 
Imperial Bank branch. This service 
can be of definite help to you and 
your clients. 


There are more than 300 Imperial 
Bank branches from coast to coast in 
Canada with international banking 
connections throughout the world 
through correspondent banks. Your 
nearby Imperial Bank Manager will 
be pleased to offer you every assist- 
ance. 


IMPERIAL 


@ BRIN 222 sence A 


Memorandum for: 


CORPORATION TREASURERS. 


Do you know that — 


Temporarily idle dollars can be willing 
workers in the “Money Market”? Funds 
may be profitably employed for a week-end, 
or a year, or for any term you require, ina 
wide variety of short date investments. 


Our specialists will be happy to assist you. 
Just call any of our offices. 


Mills, Spence & Co. 
Limited 
‘TORONTO 
EM. 4-1341 


MONTREAL WINNIPEG 
NEW YORK LONDON, ENG. 





Canada} Leading 
Loose Leaf Keporting 


Canadian Tax Reports 

Ontario Tax Reports 

Quebec Tax Reports 

British Columbia Tax Reports 
Prairies Tax Reports 

Maritimes Tax Reports 

Dominion Tax Cases 

Canada Income Tax Guide Reports 
Canadian Succession Duties Reports 
Dominion Companies Law Reports 
Canadian Insurance Law Reports 
Canadian Labour Law Reports 
Dominion Report Service 


@ 
NO INSTALLATION CHARGE 


Please write or telephone for further particulars 


PUBLISHERS OF TOPICAL LAW REPORTS 
1200 Lawrence Ave. W. 1460 Union Ave. 
TORONTO 19, ONT. MONTREAL 2, QUE. 
RU. 3-3335 VI. 9-6954 








